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INTRODUCTION 


By Professor Paul H. Douglas 


People are slowly awakening to the real intentions of 
Japan towards China. The Japanese government does not 
merely want to conquer China poMtically ; it also wants 
to conquer it economically. The plan of the Japanese 
has been made abundantly clear in Manchuria during the 
last eight years and in the provinces which she has conquered 
since 193 7. Not only will the Chinese people be terrorized 
as the Kovars have been over the course of thirty years, 
but all manufacturing, trade and fmance will pass into the 
hands of the conquerors. This will mean the almost com- 
plete extinction of European and American exports into 
China, which will instead be reserved almost exclusively 
for Japanese goods. A Japanese victory in China would also 
probably be followed by the taking over of the Dutch East 
Indies either by Japan or Germany, while French Indo- 
china, the Straits Settlements, Siam, etc., would sooner or 
later follow. 

There would be a large degree of poetic justice in all 
this were the expulsion of the Europeans to be followed by 
native independence. But for it to happen at Japanese 
hands would worsen rather than improve the lot of the 
native peoples. 
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So far as America is concerned, a Japanese victory 
wonld be devastating to her trade and position. The 
Philippine Islands would shortly drift into the Japanese 
sphere of influence and probably would be actually taken 
over. It is high time therefore that we reconsidered our 
position with respect to the Japanese attack on Cliina. 
Thus far we have given our sympathy to China but have 
fomished our scrap-iron, copper, and suppUes to Japan. 
With this aid Japan has been able to conquer a large part 
of China. Without it, she might have failed. It is time 
we stopped giving our tears to China and our aid to Japan, 
and in the cause not only of peace but also self-interest 
shut off the supphes upon which Japan depends. It is to 
be hoped that the British governing classes have been 
sufiiciently chastened by their experience of the past year 
so that they will also break with their former aflies whom in 
previous years they have actually encouraged. Mr. Lowe 
Chuan-Hua’s little book should help measurably towards 
these ends, since it is written both soberly, and accurately, 
and from a full experience. 

University of Chicago 
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FOREWORD 


When the Japanese resumed their mUitary operations in 
North China in July, 1937, they informed the world that 
they meant only to “ wipe out Bolshevism from the Far 
East ”, “ chastise the Chiang Kai-shek government ”, and 
” eradicate the anti-Japanese activities in China For a 
while these high-sounding pretexts were accepted by certain 
foreign nationals in China, particularly the die-hard elements 
in Shanghai who had' hoped that a Japanese victory would 
check the rise of Chinese nationaUsm and bring about peace 
and order in this country, thereby enhancing the oppor- 
tunities for foreign trade and industry. 

But after nearly two years of brutal warfare and having 
now seized the leading seaports and lines of communication 
in the Far East, Japan no longer bothers to conceal her real 
motives but frankly suggests that the Western Powers should 
acknowledge her “ new position in East Asia ”. What do 
the Japanese mean by this so-called new position ? 

First, it would mean the ultimate economic conquest of 
China. Simultaneous with her military campaign, Japan 
has been conducting an organized economic war on China. 
The results of this onslaught, though not always successful 
or beneficial to Japan’s ovra interests, are rapidly emerging 
on the Far Eastern horizon and, if allowed to gather 
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momentum, would eventually reduce the occupied regions 
into a state of complete servitude. Ambitious plans of 
economic exploitation in China have long been prepared 
by Tokyo’s “ brain trust ”, and these are being promoted in 
the Japanese-controlled areas without any consideration for 
China’s welfare or for Western interests. 

However, despite innumerable hardships and reverses, 
China has refused to yield, and present indications are that 
she will not give up the struggle. On the contrary, the 
Chinese government and people alike are showing an 
amazing ability to repair and improve their economic 
defence lines. It may be interesting to see how that 
economic defence is being reshaped and strengthened. 

Secondly, Japan’s “ new position ” is directed at the 
gradual eviction of all non-Japanese interests and enterprises 
in the Orient. In the Japanese-controlled districts today 
foreign treaty rights are openly violated and foreign pro- 
perties, along with those belonging to the Chinese, are 
commandeered and frequendy destroyed. Foreign business 
activities, including those conducted by Germans and 
Itahans, are being systematically strangled with the know- 
ledge and even the backing of the Japanese military and 
naval authorities. All of which indicates that the Japanese 
war-lords are determined to estabhsh their economic 
supremacy in the Far East. 

But while, from a mihtary standpoint, Japan has been 
gaining ground in China (having more or less made her 
way into one-third of China proper), she has been losing 
heavily on the economic front. This loss is becoming 
increasingly manifest. It is not impertinent, therefore, to 
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raise the question of Japan’s ability to pay for her endless 
military adventures on the Asiatic continent. How long 
can Japan finance her programme of imperialistic expansion, 
and how long can her people stand the present economic 
strain ? What gains can she actually obtain from her costly 
military operations in China, and would such gains, if any, 
ever become attractive enough to justify her stupendous 
expenditures during the last few years ? Can she really 
make the Chinese in the occupied areas co-operate with her 
to such an extent as to be able to convert her risks and 
habihties into profitable and permanent investments ? These 
questions, though unanswerable for the time being, are 
worth considering and must be faced eventually. 

Just as her complacent war-lords have miscalculated the 
Chinese power of resistance, so too Japan’s financial barons 
and industrial magnates have failed to rake into account a 
number of economic factors which are now beginning to 
act as a virtual boomerang. It is true that Japan has taken 
some of the richest Chinese cities, but, due to the “ scorched 
earth ” policy consistently enforced by the Chinese military 
command, these have become empty shells. Wisely have 
the Chinese prevented the fruits of their toil from falling 
into their enemy’s hands and from being used to swell 
the Japanese war-chest. Thus the much talked about pro- 
gramme of “ rehabilitating ” China and developing her into 
a “ paradise of the Orient ” — ^an idea wliich many Japanese 
cheerfully accepted as part of their “ holy mission ” during 
the early days of the war — ^is beginning to appear too heavy 
a responsibility for them to shoulder. 

It is for the purpose of exposing Japan’s motives and 
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designs on this econojnic front, pointing out the dangers of 
her policy of ousting Western interests and influence from 
the Orient, and reviewing some of her own mistakes and 
losses in the war that the writer has ventured to prepare 
this monograph, which, luider present circumstances, cannot 
but represent an incomplete picture. 

LOWE CHUAN-HUA 

Hongkong, 

May I, 1939 

“ The future of China is one of the great problems of the 
ages. But one thing is clear — ^she must develop in her own 
way. She cannot be dominated or driven by outside force 
into an aUen or undesired form of evolution. Hers is the 
most persistent national culture in the world. Forty cen- 
turies have demonstrated that fact. Also the essentially 
peaceful character of her domestic and internal culture is 
now the main stabilizing factor of Asia. Its loss would be 
a blow which would directly affect the peace of her neigh- 
bours, including America. It would be a very short-sighted 
policy if that loss should come through a disregard of its 
treaty obligations by the American government. Those 
Americans who think that all that is necessary to solve the 
Manchurian problem is for the United States and Japan to 
patch up a modus vivendi which will be agreeable to Japan, 
forget this far more important underlying problem of China. 
At the present moment no agreement or arrangement which 
would be consented to by Japan would be other than 
destructive and repugnant to Cliina ” — Henry L. Stimson 
in The Far Eastern Crisis. 
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chapter I 

JAPAN’S ECONOMIC MOTIVES 
IN CHINA 


In the annals of the Far East perhaps no phrase has appeared 
so often as the “ Open Door Enunciated by the Ameri- 
can statesman and diplomat, John Hay , the Open Door 
doctrine has served as the keystone of Far Eastern inter- 
national relations and tranquiUity during the last forty years. 
Not only China (though she has been the principal bene- 
ficiary) but all other Powers having interests in the Orient 
have profited by it.‘ Its basic conception has been incor- 
porated into almost all of the modern treaties concerning 
China, just as it has been adopted as a guiding principle in 
numerous commercial agreements concluded between the 
leading Pacific Powers. Designed to avert the dangers of 
international rivalry and to ensure peace and prosperity 
in the Orient, the Open Door doctrine has been found 
no less desirable and advantageous by many far-sighted 
Japanese. 

Thus in 1908 in the Notes exchanged between Mr. Ehhu 

" It may be interesting to note that Japan and Italy assented to Mr. 
John Hay’s circular note of September 6, 1899, without reservation. 
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Root, then United States secretary of state, and Baron 
Kogoro Takahira, former Japanese ambassador in Washing- 
ton, their respective governments reiterated their adherence 
to the Open Door. In these Notes, now generally known 
as die Root-Takahira Agreement, Japan and the United 
States agreed : (i) to encourage the free and peaceful 
development of their commerce on the Pacific Ocean ; 
(3) to maintain the existing staMs quo in the said region and 
to defend the principle of equal opportunity for commerce 
and industry in China ; (3) to respect the territorial posses- 
sions belonging to each other ; (4) to preserve the common 
interests of all Powers in China by supporting by pacific 
means at their disposal the independence and integrity of 
China and the principle of equal opportunity for commerce 
and industry for all nationals ; and (5) to consult with each 
other should any event occur threatening the status quo or 
the principle of equal opportunity in China. ‘ 

Several times since the signing of the Root-Takahira 
Agreement, notably in the Washington conference of 1921- 
1922, both Japan and the United States (together with other 
Pacific Powers) have given categorical assurances that the 
principles of equality of opportunity and the integrity of 
China will be observed and maintained. 

Unfortunately, in the history of Japan’s foreign relations, 
often against the wishes of some of her own statesmen, there 
have been repeated instances of deUberate violation of this 
Open Door doctrine. Though professing her adherence to 
the principle of equal opportunity, Japan has always been 

• Morse and McNair, Readings in the Modem History of China (Com- 
mercial Press, Ltd., Shanghai, 1927), p. 829. 
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quick to take advantage of international crises in order to 
advance herself to a position of paramountcy in the Far East. 
This was demonstrated very clearly during the European 
War when she made her so-called “ Twenty-one Demands ” 
on China. Perhaps the best-known indication of Japan’s 
urge towards this position of supremacy is found in the 
so-called Tanaka Memorial submitted to the Japanese 
Emperor in July, 1927. Although the Japanese have never 
admitted the authenticity of this significant document, their 
actions during the past decade have been strangely identical 
with what Baron Tanaka laid down. In this Memorial the 
author, then premier of Japan, did not conceal the importance 
and need of getting control of “ the entire wealth of China ” 
as a means of achieving supremacy in the Pacific area. 

CONTROL OF CHINa’s RAW MATERIALS 

It is a weU-known fact that Japan, poor in natural re- 
sources but rich in dreams of military conquest, has long 
manifested an avaricious interest in China’s raw materials, 
especially cotton, wool, coal, antimony, iron and other 
minerals. China as a market for Japanese goods has great 
potentialities indeed, but China as a source of raw materials 
— the possession of which would enable Japan to translate her 
ambitious schemes of conquest into reahties — is much too 
valuable to be left unexploited. A noted British economist 
once remarked that there are at least twenty-five kinds of 
raw materials indispensable to the existence of a modem 
nation. Of these, Japan is self-sufficient in only a few. 

As to Japan’s deficiency in raw materials and her con- 
tinual desire for their acquisition.Professor J. E. Orchard has 
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given such an iUuminating account in Empire in the East^ that 
we deem it worth while to quote at full length : 

“ Japan is a poor country. Not only is the area of agri- 
cultural land limited, but the islands possess few of the 
essential raw materials for manufacturing that have con- 
tributed to the growth of such nations as Great Britain, 
Germany and the United States. With the shift to the 
machine, power becomes all-important, and despite the 
development of water power and the use of petroleum, 
power still means coal. Japan has some coal. The reserves 
remaining in the earth are estimated at about 7.5 biUion 
tons. At first glance, this total would seem to be an ample 
supply, but for so large a population it is quite inadequate. 
In per capita reserves Japan ranks far below the industrial 
countries of the West. Even at the present very low rate 
of consumption, Japan’s reserves will be exhausted in about 
forty years. Not only is the supply deficient, but the coal 
is expensive to mine, since it hes deep and in thin scams, and 
very little of it will make a satisfactory coke for die blast fur- 
nace. If industrialization is to progress in Japan to anytliing 
like the degree it has in Western countries, either coal must 
be imported or a new source of power must be discovered. 

“ Some petroleum is produced along the west coast of 
Honshu, the main island of Japan. The annual output is 
small, and in 1932 equalled for the entire twelve months 
only about 70 per cent of the yield of the petroleum fields 
of the United States for a single day. The domestic produc- 
tion does not meet the demand, and in recent years more 
than 80 per cent of the petroleum consumption has been 
imported. There is little expectation that additional fields 
will be discovered in the Japanese islands, since the geo- 
logical formations are known to be in general imfavourable 

• Empire in the East, edited by Joseph Bames. Kegan Paul, Trench, 
Trubner & Co., London, 1934. 
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to the occurrence of petroleum. In view of the, greatly 
increased use of petroleum in merchant and naval vessels 
and in airplanes and motor vehicles, the dependence upon 
foreign sources has become a matter of grave concern. 

“ Iron is closely associated witli power as a fimdamental 
basis of modern industry. In the days of seclusion there 
were hundreds of small smelters and forges scattered all over 
Japan, supplying the local need for knives, cooking utensils 
and weapons. With the opening of the country, this primi- 
tive industry was one of the first to disappear, for it could 
not compete with the imported product of modern blast 
furnaces and steel mills. The number of ore deposits and 
their widespread distribution were not evidences of a wealth 
in iron, since few of them, either because of small reserves 
or because of the poor quality of the ore, were suitable 
for large-scale exploitation. There are only two iron-ore 
deposits that can be worked under conditions of the present 
day. The total reserves of the country are small and have 
been estimated at about 8o million tons with perhaps one 
half of the ore unsuitable for modern furnaces. Even under 
the pressure of the World War, the maximum annual pro- 
duction was less than 400,000 tons, and usually it is around 
200,000 tons. In the United States, the annual consumption 
of iron ore for the years preceding the abnormally low 
years of 1932 ranged from 30 to 75 million tons. The 
reserves of Japan are quite inadequate for the development 
of an iron and steel industry. If it were necessary to support 
the iron and steel requirements of tlie country entirely from 
domestic deposits, all of the Japanese iron ore, both high and 
low grade, would be consumed in less than twenty-five 
years. The progress of the industry in the past has been 
based mainly upon imported ores. Any future expansion 
must depend upon imports to an even greater degree. 

“ The territory added to the Empire during the modern 
period has not remedied significantly tlie deficiencies of 
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Japan proper in raw materials. Some iron ore is obtained 
in Korea. It is of better quality than the ore of Japan, but 
the reserves are even more limited in quantity. Korea also 
has some deposits of anthracite coal of importance to the 
Japanese navy as a smokeless fuel. The total reserves are 
quite inadequate, however, for the requirements of Korea 
ilone, and in recent years the imports of coal have equalled 
the Korean output. 

“ As the industrial limitations of Japan have been more 
fully appreciated in recent years, the search for resources has 
become a major incentive in the expansion into Manchuria, 
although poUtical and strategic considerations undoubtedly 
were predominant in the earlier years. Manchuria has come 
to be regarded as both the political and economic life-line 
of Japan.” 

But in attempting to control Chinese resources, Japan 
is apparently heedless of the fact that these are equally needed 
by some 400,000,000 people in China. While Japanese 
propagandists have frequently advanced economic despera- 
tion as an excuse for territorial aggrandizement (which 
camouflage is given no little credence amongst the isola- 
tionist elements in the West), it may be well to remember 
that China, many parts of which are poorer and even more 
densely populated than Japan, is in no less urgent need of the 
great bulk of her own natural wealth. Indeed, the develop- 
ment of modern industries in China within recent years has 
made her increasingly dependent upon the very resources 
which Japan is now trying to seize. 

In international conferences on Far Eastern problems as 
well as in the writings of many Japanese publicists, one is 
often told that Japan must have additional room to take care 
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of her ever-increasing population. While it is admitted 
that Japan is suffering from an unusually great density of 
population, she is nevertheless in a much better position than 
England, Belgium and Holland. Hokkaido and a number 
of the lesser islands belonging to the Japanese Empire can 
be further developed so as to accommodate many more 
milhon people than they now hold. Again, during the 
last 44 years, Japan has added several hundred thousand 
square miles of land to her map, i.e. the Liuchoo Islands, 
Formosa, Korea, the Mandated Islands in the Pacific, and 
now “ Manchukuo ”. Yet these regions, considered as 
suitable for human habitation as any other section on earth, 
have absorbed but one to two milHon Japanese emigrants 
and have served as outlets for only a small fraction of the 
total of amiual population increases in Japan proper. Accord- 
ing to the Japan Year Book for 1939, Japan’s overseas popula- 
tion in 1936 was only 1,401,671, the overwhelming majority 
being in Cliina and Manchuria.* 

Generally speaking, people move into areas where they 
can find better opportunities, greater security and freedom. 
It is chiefly due to these causes, rather than mihtary control 
or poHtical domination, that some 10,000,000 Chinese have 
found their way into foreign lands. And they are thriving 
in every corner of the world without the protection of 
Chinese gunboats ! On the other hand, the Japanese are 

' In this connection it is interesting to note that the total amount 
of bonds which Japan has already issued for the war in China — ^Yen 
7,000,000,000— would have been sufficient to support her annual burden 
of 900,000 new mouths for at least 38 years at the moderate per cajn'ta 
expenditure of Yen aoo a year. 
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not good colonizers and, despite the various inducements 
given by their government, they have hardly emigrated into 
their colonies and territorial possessions on a scale suiFiciently 
large to help solve the problem of over-population. Evi- 
dently the section of the Japanese people who need urgent 
relief are the peasants, but, strangely enough, among the 
Japanese who have moved into Korea, Formosa and Man- 
churia during the last few decades, the largest groups are 
not the peasants but government employees, business men 
and the white-collar class — those associated with Japanese 
colonial administrations and overseas enterprises. There- 
fore one is compelled to assume that the Japanese are using 
the argument of population pressure only to cover up their 
designs of territorial conquest. 

Some Japanese allege that their need and struggle for raw 
materials is motivated by a desire to develop their large- 
scale industries, which, they claim, give the only solution to 
their problem of ever-increasing population. While it is 
true that these major industries provide livelihood for a 
large part of the Japanese people, they are doing so merely 
on a subsistence level. Practically all important business 
enterprises and heavy industries in Japan, including the 
munition and armament industries, are owned and controlled 
by a few powerful family concerns such as the Mitsuis, the 
Mitsubishis, the Sumitonos, the Yasudas and lately the 
Shinko groups. These financial barons and industrial 
magnates, in collaboration with certain army cliques, hold 
in their hands the destiny of Japan's economic life. Control 
of raw materials, whether it be the iron ores in Manchuria, 
the oil fields in Borneo or the fishery rights in Sakhalin, has 
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largely benefited tlie big capitalists, financiers and indus- 
trialists. It has not helped, to any measurable extent, in 
elevating the standard of living of the working people. As 
a matter of fact, it has been the consistent policy of the ruling 
class in Japan to devote the fruits of industriahzation and 
economic development to the expansion of their miUtary 
power. Not only the masses in Japan, who are already 
over-taxed, but also the peasants, the small traders and the 
ignorant workers in Manchuria, MongoUa, Korea, Formosa 
and China must be drafted to help shoulder the burden of 
Japan s increasing military and naval expenditures. Enjoy- 
ing as she does geographical propinquity to China, Japaii is 
actually in a better position tlian any Western Power for 
exploiting Chinese resources, and in normal trade relations 
she need entertain no fear of any shortage ofraw materials 
to keep the wheels of her industries going. This fear comes 
only when she has other than peaceful intentions. Is it any 
wonder, then, that her repeated attempts to seize China’s 
sources of wealth have been interpreted as dehberate prepara- 
tions for territorial aggrandizement ? Indeed, as Baron 
Tanaka stated in his Memorial, the real purpose behind 
Japan’s efforts to secure control of China’s natural resources 
lies in her ambition to attainpoUtical and economic supremacy 
in Asia. “ Manchuria and Mongolia ”, says the Tanaka 
Memorial, “ are our key positions. After conquering Man- 
churia and Mongolia, we can seize the wealth of the whole 
of China. After conquering China, we shall be able to 
subjugate India, the South Seas, Asia Minor, Central Asia 
and finally Europe.” These plans may sound fantastic, but 
they are being steadily carried out. 
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PREDOMINANCE IN THE CHINA MARKET 

Japan’ssecondmotive is to gain a position ofparamountcy 
in the China market. While time and again Japanese 
ofEcials and spokesmen have promised to observe the Open 
Door policy, their actions have always been organized with 
a view to crushing foreign interests in China and gradually 
closing the trade door in the Orient. To Japanese indus- 
triahsts Cliina is more often regarded as a market for their 
goods than as an independent political entity. The methods 
which they have been using in building up this position of 
paramountcy in Manchuria and North China since the 
Mukden Incident of 1931 arc open secrets and need no 
elaboration here. The same methods of discrimination 
against Western enterprises are being apphed in the newly 
occupied districts in East, Central and Soutli China. And, 
if the frequent protests from the Western Powers have made 
any impression on the Japanese at all, they have only made 
the latter more vigorous and relentless in these discriminatory 
activities. 

How seriously Japan’s high-handed measures in China 
arc affecting foreign trade and investments, and what 
grave repercussions these measures are likely to have upon 
the whole trend of political and economic events in the 
Orient, are questions of immediate concern to all of the 
Powers having treaty relations witli China. These questions 
must be faced and be faced promptly, unless the Western 
countries are prepared to alter completely their traditional 
policies in the Far East. 
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CHINA AS A FIELD FOR JAPANESE INVESTMENTS 

Japan further wants to turn China into an exclusive 
field for Japanese investments. In this sphere, she has 
chosen the development of a network of monopofies as 
her chief method. Just as a few wealthy family groups, 
with the acquiescence and co-operation of the army leaders, 
have gained control of all public utilities, communication 
and transportation facilities, banks and heavy industries 
in Korea and Manchuria, so too their advance agents are 
now trying to repeat the same story in China. Grandiose 
schemes for developing the occupied areas are being widely 
discussed among Japanese officials and industrial magnates 
who, in compensation for their hardships in Japan, have 
been promised a “ free hand in China ”. As reported in 
the Japanese press, the Japanese government has decided not 
to hamper the entry of large Japanese capitaUsts into China 
as it once did in Manchuria. Hence the leading Japanese 
firms, such as the Mitsui and the Mitsubishi, are expecting to 
extend greatly their operations in China, especially in mining 
and heavy industries. In fact, a representative of one of these 
firms declared in Shanghai that “ the present plans for Japan- 
ese enterprises in China are larger than anyone beUeves ”. 

Under the auspices of the Japanese cabinet, a centraUzed 
organ for directing political, economic and cultural afiairs 
in China has been created in Tokyo, namely, the Central 
Soard of East Asiatic Afiairs (sometimes called the Asia 
Development Board). Under tlie supervision of this board 
two big corporations — the North China Development 
Company and the Central China Development Company 
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— ^have already been formed for purposes of economic 
exploitation in Cliina. These holding companies, destined 
to perform a far greater service to Japan than the East 
India Company did to England, will together require an 
estimated capitalization of Yen 1,700,000,000 for their 
five-year programmes — the details of which are given in 
a subsequent chapter. It is their plan ultimately to control 
all important businesses and industries in China through 
the promotion of affiliated and subsidiary companies. 
Already foreign firms in the Japancse-controUed regions 
are experiencing serious handicaps in pursuing their normal 
trade activities, and if these obstacles, dehberately set up 
by the Japanese and their puppet regimes, are allowed to 
function for any length of time, they will undoubtedly 
enable tlie Japanese to replace all foreign interests in China. 
While it is true that Japan, now suffering from various 
war “ economies ”, cannot supply the needed capital to 
carry out her ambitious programme of economic exploita- 
tion in China, she nevertheless hopes to be able to ” make 
the Occidental nations appreciate her new position in East 
Asia ” and to trick some of them to come to her rescue. 
Gigantic propaganda projects, often labelled as goodwill 
or cultural missions, are being launched in New York and 
London with a view to inducing certain bankers and 
financiers to help Japan rebuild China. 

The closing of the Yangtze river to all non-Japanese 
ships, which has recently drawn the most vigorous protests 
from the United States State Department and the British 
Foreign Office, is but one of many eloquent indications 
showing how feverishly Japan is trying to monopoHze 
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various trade channels in China. In North China the 
wool industry has already become a virtual Japanese 
monopoly, thus helping to reduce Japan’s dependence 
upon Austraha and New Zealand as the main sources of 
supply ; while the tobacco industry is being ruthlessly 
converted into another monopoly by the Japanese Toa 
Tobacco Company and the Manchuria Tobacco Company, 
which are to undertake the manufacturing of cigarettes 
on a large scale in Tientsin, Chingwantao and Nanking. 
In Tsingtao a Japanese firm has been inaugurated to take 
charge of aU the harbour and wharf facihties, and has thus 
put all foreign shipping at its mercy. Scores of other 
development and rehabiHtation projects have been mapped 
out (as we shall presently see) and are being promoted in 
East, Central and South China. Given time, and if un- 
challenged by die Western Powers, these “ blue-print ” 
schemes may eventually succeed in crowding out most of 
the foreign enterprises and interests in China and thereby 
actually enable our “ economic infants ” to become masters 
in the house of Asia. 

ARRESTING CHINA’s INDUSTRIAL PROGRESS 

The remarkable progress in economic reconstruction 
made by China during the ten years prior to the outbreak 
of hostiUties has been regarded with envy by many Japanese 
pohticians and economists. The growing influence of the 
National Government all over China, together with 
the achievements which that government has made in 
education, financial reorganization, industrial development 
and national defence, has caused no small anxiety amongst 
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the Japanese militarists, whose ambition to build a great 
Asiatic empire can be carried out only if China remains a 
disunited and submissive neighbour. To Japanese business 
men the modernization of Chinese industries is a no less 
discomforting phenomenon, for, in spite of continuous 
Japanese obstruction, Chinese industries, particularly the hght 
and small-scale industries, had developed to such an extent 
that at the outbreak of the war they had begun to replace 
many Japanese goods in the Oriental market. The winning 
of tariff autonomy about ten years ago also promoted the 
expansion of native industries in China. What these infant 
industries had failed to attain for years they rapidly achieved 
after receiving tariff protection. This has indeed worked 
havoc to many industries in Japan, especially those concerned 
with manufacturing cotton piece goods, silk products, 
electric bulbs and supplies, toys and novelties, celluloid 
articles, bicycles, tools and light machinery. Perhaps in this 
industrial rivalry may be found the explanation as to why 
so many Chinese factories and workshops have been sys- 
tematically looted, burned and destroyed during the last 
two years. The war has indeed given the Japanese the best 
opportunity they could ever expect to arrest China’s indus- 
trial development and to destroy whatever significant 
industries she has been able to develop during the last few 
decades. In a country industrially ruined Japanese capi- 
tahsts can feel safe from competition for several generations. 

CONTROL AND UTILIZATION OF CHINA* S MAN-POWER 
It is often said that China’s greatest asset Hes in her 
man-power. A nation of 400,000,000 people can wield 
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a tremendous influence upon the course of world events. 
Nobody realizes this truism better than Japan. If she can 
get control of China’s teeming millions she can utilize 
this immense man-power to make all the necessary prepara- 
tions, for which her war-lords have been clamouring, for 
an eventual test of strength with Soviet Russia, the United 
States and Great Britain. In fact, such an idea has been 
expressed repeatedly in the pamphlets issued by the Japanese 
Ministry of War. In the present campaign in China the 
Japanese militarists are using hundreds of Formosans and 
Koreans, chiefly in intelligence work. Chinese soldiers 
who are taken prisoners are later employed in miUtary 
transport work, and thousands of Chinese civilians who 
have been unable to evacuate before the advent of enemy 
troops are requisitioned to build motor roads, repair 
bridges, dig trenches, carry military supplies and perform 
other war services. 

But it is the Japanese policy to utiHze Chinese man- 
power for a greater and more productive objective than 
this emergency service. A conquered China would supply 
cheap and docile labour to Japanese factories, dockyards, 
mines and workshops. The deplorable “ dormitory 
system ” of hiring factory hands, already notorious in 
Japanese cotton mills in Shanghai and Tsingtao, would 
most likely be extended, in modified form, to other cities 
and industries in China, thus keeping the Chinese working 
class in a state of constant submission. In short, the Chinese 
people will be expected to do all the sweating while the 
Japanese will reap all the profits from their China invest- 
ments. 


29 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

The Japanese, furthermore, will try to carry out their 
poHcy of “ ruling China through the Chinese ”, a familiar 
phrase in the guidebooks of Doihara and Company. 
Countless poverty-stricken and uneducated Cliinese in the 
occupied areas can be called up to serve Japanese interests, 
and, through bribery and intimidation, a number of 
ex-iuchms and long-whiskered mandarins can perhaps be 
induced to join as puppet officials. It is even planned to 
organize and train new Chinese armies under strict Japanese 
supervision to “ pacify ” the rural districts, just as is done 
in Manchuria. Who can deny that with the persistent use 
of high-power propaganda and regimented education, 
these armies, led by Japanese officers and supphed with 
Japanese gold, may some day be conveniently utilized in 
connection with Japan’s plan of tackling her more formid- 
able rivals in the Orient ? 

In cities occupied by Japanese troops such slogans as 
“ Britain and America are China’s real enemies”, “Japan 
is fighting Chiang Kai-shek, not China ”, “ Buy Japanese 
goods ” and “ Boycott the British ” have already appeared, 
with the obvious aim of winning Chinese goodwill and 
support for an ultimate war against other Pacific Powers. 
Intelhgent Chinese, of course, will refuse to be fooled by 
such naive Japanese propaganda, but if the poor and ignor- 
ant masses in the Japanese-controlled regions are kept out 
of touch with the outside world for any extended period 
and are compelled by unfortunate circumstances to earn 
their daily bread through subordination to Japanese wishes, 
the consequence is bound to be anything but beneficial 
to the real interests of China and the Western nations. 
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chapter II 

DEVELOPMENTS ON THE ECONOMIC 
FRONT, 1937-1939 


Since the launching of their military operations in July, 
1937, the Japanese have been making an intensified, though 
not wholly successful, economic war on China. On this 
invisible front the Japanese objective is palpably to crush 
China’s economic resistance and, wherever possible, to 
divert Chinese resources in order to satisfy Japanese needs. 

CONTROI. OF china’s REVENUE 

One of the first acts of the Japanese after their occupa- 
tion of the Shanghai district was to cripple the work of_ 
the Chinese Customs Administration, particularly in the 
Yangtzepoo and Hongkew sections, and place the control 
of it in the hands of their puppet regime — the so-called 
Reformed Government in Nanking. This gave them 
not only an additional source of revenue to replenish their 
dwindling war-chest, but also a new weapon with which 
to monopolize the China market through the arbitrary 
revision of Chinese tariff rates. 

Towards this end the Japanese government exerted 
strong pressure on British officialdom, and by April 27, 

31 



JAPAN'S ECONOMIC OFFENSIVE IN CHINA 

1938, succeeded in negotiating an agreement with the 
British Ambassador in Tokyo whereby the “ Reformed 
Government in Nanking ” was to take over the Shanghai 
Customs Administration in June, 1938, and the contracting 
parties agreed to turn over and deposit in the Yokohama 
Specie Bank all future Customs revenue after deducting 
the necessary funds to cover China’s foreign loan services. 
By this diplomatic feat the Japanese succeeded in depriving 
the Chinese government of its leading source of income, 
thus jeopardizing its chances of obtaining large credits 
from abroad. This Customs revenue amounted to 
$342,889,739 in 1937 (despite the fact that the Japanese 
invasion had completely stopped foreign trade during the 
last quarter of the year), and was an increase of some 
$18,266,448 over the 1936 total.* Had it not been for the 
outbreak of hostihties in July, the total Customs revenue 
of the Chinese government for 1937 would have easily 
surpassed the record of $3 85,002,763 made in 193 1. Owing 
to the effects of the war the total Customs revenue in 
Cliina during 1938 amounted to $254,570,000, which meant 
a decrease of about $88,330,000 from the previous year. 
Obviously this attempt to control the Shanghai Customs 
Admimstration, which is being extended into other Japanese 
occupied areas, has had a considerable effect in weakening 
China’s economic front. 

The National Government of China has made its atti- 
tude towards this unrecognized imderstanding between 
the Japanese and British governments quite dear. The 

' Unless specified otlierwise, all monetary figures given in this book 
are in Chinese national currency. 
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Chinese Maritime Customs is an institution of the Chinese 
government. And as the Chinese government is in no way 
a party to the above understanding, it is naturally under no 
obligation whatever to accept the changes brought about 
by this illegal agreement. 

However, under this agreement numerous Japanese 
imports (and a few foreign items thrown in for decorative 
effect) will enjoy tariff reductions as low as 50 per cent 
of die official Chinese rates inaugurated in 1931, while a 
carefully selected group of goods, such as mining implements 
and tools, boring macliines, blast furnaces, coal-cutters 
and power shovels, will be exempt from Customs duties 
so as to facilitate the installation of Japanese development 
companies in the occupied areas. 

As if this tariff victory were not sufficient to satisfy the 
Japanese appetite for export expansion, hundreds of Japanese 
merchants, cliiefly of the roniti or knavish type, have been 
carrying on a “ special trade ” — ^which should be more 
honesdy called smuggling — ^in all die coastal cities which 
their armies have taken. This has given rise to an extra- 
ordinary shipping boom between Shanghai and Nagasaki. 
Large quantities of smuggled goods, ranging from textiles 
to sugar, have in this way been stocked up in Japanese ware- 
houses, godowns and shops, and are now underselling 
competing commodities from other countries. In fact, 
this “ special trade ” has grown to such dimensions that it 
has become a disturbing factor to the legitimate business 
of the Japanese themselves. As economic chaos develops 
in the war-stricken territories, this conflict of interests 
between the big Japanese concerns and the small traders 
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engaged in smoggling accvines will become an increasirtg 
problem tor cbe Japanese aadiorines co tackle. 

in addition to controlling the Ctistomi revenae in all 
the occupied regions, the Japanese have now arranged with 
their puppet regimes to coliecr all sorts ot local taxes and 
licence fees. The burden and variet}' ot these illegal taxes 
w'hich the impoverished populace m the Japanese-controlled 
territories have ro bear are even wor^e than the exorbitant 
inland transit dudes imposed by the tbnner war-lords 
or nuhuns during the days of civil war in China. For 
instance, in Shanghai alone an article is sometimes taxed 
thro, or four rimes before it reaches the ultimate consumer — 
first by the Japanese military- authorides and their underlmgs. 
then by the so-called “ Ta Tao city- government ” and after- 
wards by the Reformed government m Nanking ”. In 
diis sphere of economic exploitation, the Japanese use the 
same method of handing out monopohsric rights to their 
fevoured servants as the)- do in Manchuna and North 
China. In return for the advance of a specified sum of 
mone)-, the Japanese protect a Chinese collector in a specified 
area or in respect of speafied goods. Thus hardly a day- 
passes without tlie Chinese collector or tax bureau intro- 
ducing new- taxes. Among the 40 common articles now- 
taxed through these illegal monopolies are : rice at $x.oo 
per bag ; vegetables at S0.50 per basket ; poulti)'^ at 
Si.oo per crate ; gasoline at $0.15 per tin of fiy^e gallons, 
and cigarettes at S0.05 per package. Other forms of 
taxation either enforced or under consideration include 
levies on all incoming boats and junks into Shanghai, 
stalls on streets, shops, transport vehicles, houses, businesses 
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and land. Ttese sources of revenue have enriched many 
pett)' Japanese officers, besides attracring numerous midesir- 
able Chinese elements to undertake the racket. As what is 
being done in Shanghai is being repeated in other occu- 
pied cities, the amount of “squeeze” that is continuously 
pouring into the Japanese war-chest must be quite a hand- 
some one. 

Moreover, the Japanese have seized many of the leading 
Chinese railways and shipping undertakings, and as far as 
possible are operating them witli a view to meeting a part 
of tlieir war expenses in China. In a report issued in January 
this year, the Chinese Minister of Communications estimates 
that a total of 6500 km. of railroads have fallen into Japanese 
hands between July, 1937, and November, 1938, and that 
only about 3200 km, of the total lengtlx of China’s rail- 
ways still remain in Chinese control. No less than fifteen 
important railways (excluding branch hnes) are now held, 
in varying degrees of security, by the Japanese, while the 
consequent loss of revenue to the Chinese government must 
amount to a staggering figure. Two of these lines in 
North China alone, the Peiping-Suiyuan railway and the 
Peiping-Mukden railway, now give a monthly net profit 
of no less than $2,000,000 to the Japanese, according to 
data secured early this year by Mr. Hallett Abend of 
the New York Times. Some of these railways were built 
with foreign capital, and their seizure by the Japanese has 
had a ruinous effect on the interests of many foreign bond- 
holders. In China proper (south of the Great Wall) the 
main railway lines now under the Japanese occupation arc 
as follows : 
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1. Pciping-Saijuan line 

2 . Pciping-Miikdcn line 

3. Priping-Hankow line (partially) 

4- Tientsin-Pukow line 

5. Tsingiao-Tsinan line 

6. Tatung-Pnehow line (partially) 

7. Chengring-Taiyuan line 

8. Lung-Hai line (up to Kai&ng only) 

9. Shangbai-Nanking line 

10. Shanghai-Hangchow line 

11. Nanking-Wubu line 

12. Kinkiang-Nanchang line 

13. Taokow-Chinghna line 

14. Canton-Kowloon line (northern section) 

15. Canton-Hankow line (northern and southern 

sections) 

The losses suflfered by Chinese shipping interests are 
more difficult to calculate, owing to the existence of many 
small private concerns. According to reliable sources, 
the value of Chinese ships destroyed in the course of the 
present hostilities probably runs to between §70,000,000 
and §100,000,000. The China Merchants Steam Naviga- 
tion Company alone has lost four-fifths of its total tonnage, 
including those commandeered by the Chinese authorities 
and those seized by the Japanese. Moreover, as a result of 
the Japanese naval blockade, Chinese shipping firms can no 
longer conduct business, while Japanese vessels, parricu- 
lariy with the backing of the recently organized shipping 
monopolies, are pljong along all the coastal routes as w'ell 
as the Yangtze and its tributaries. 
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SEIZURE OB CHINESE FACTORY EQUIPMENT A,ND MATERIALS 

In their invasion of China, the Japanese have entertained 
no less an interest in seizing Chinese industrial equipment 
and raw materiab. They have been doing this so thoroughly 
that only one interpretation can be drawn, that is, the 
dehberate and large-scale expropriation of Chinese industrial 
equipment and materials to make up for their own economic 
deficiencies and war losses. 

Not content with the wanton destruction by sheUing 
and air bombings, the Japanese forces set fire to all 
remaining Chinese factories and properties in the adjacent 
areas of the Shanghai International Settlement (such as 
Woosung, Kiangwan, Chapei and Nantao) immediately 
after the evacuation of Chinese troops around the middle 
of November, 1937. Thereafter the Japanese army, with 
the assistance of ronins, combed all the factory districts 
for machinery and scrap iron. This war plunder was then 
loaded on Japanese transports and in this way thousands 
of tons of machinery and scrap iron were taken into Japan 
— to be made into munitions for use against the original 
owners ! The extent of this open looting (authenticated 
by neutral news photographers who were invariably man- 
handled by Japanese sentries aadronins) andits damaging effect 
upon Shanghai’s industrial future were well summarized in 
the Shanghai Municipal Council Gazette on January 7, 1938 : 

“ In addition to 905 completely destroyed, there are 
possibly 1000 Chinese factories and workshops, including 
both large and small plants, whose premises have been 
damaged more or less seriously. It is not possible to state 
the conditions of the contents, but it is known that in some 
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of the larger mills machinery has been rendered useless, 
and would require replacements before the mills could 
work. Evidence of disturbance and looting of the fiictory 
premises is common. It is therefore assumed that none of 
these 1000 plants could recommence operation. At the 
disposal of the Japanese as sources of scrap iron are the 
major industrial sections of Shanghai, namely, Yangtzepoo, 
Wayside, Hongkew, Chapei and Nantao. When they have 
removed aU the metal they desire, it is believed that the 
majority of Chinese factories formerly operating in these 
areas will not be able to reopen without extensive replace- 
ments. Nantao Chinese, learning a lesson from what was 
everyday happening to the property of their nationals in 
nortli of the Creek areas, removed a large part of their 
machinery before Japanese occupation of the area, hundreds 
of tons of machinery being moved into the Concession 
prior to the entry of the Japanese.” 

CONHSCATION AND DESTRUCTION OF CHINESE 
INDUSTRIES 

No sooner had the Japanese forces established their 
control over the outlying districts of Shanghai than their 
capitalist satellites began to seize all the strategic industries 
there, especially public utilities, cotton mills and silk filatures. 
As a first step towards the establishment of monopolistic 
control of communication and transportation facilities, a 
number of technicians were brought out from Japan and, 
after surveying the field along the Shanghai-Nanking and 
the Shanghai-Hangchow railways, they formed a Central 
China Water and Power Company imder the general 
direction of the Central China Development Company, 
and took over the former Chapei Electric Power Company 
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as well as several similar concerns in other East China 
cities. Telegraphic and telephone Unes were also taken 
over, and are now run by the Japanese-sponsored Central 
China Tele-communications Company. Other leading 
Chinese firms confiscated by the Japanese include the 
Kiangnan Dockyards, the Chapei Water Works, the 
Shanghai Pordand Cement Works, a semi-government 
alcohol factory in Pootung, several large flour mills and 
tobacco factories. In none of these cases did the Japanese 
give any compensation to the Chinese proprietors. 

Japanese efforts to take over Chinese cotton mills in 
Shanghai — which have hitherto offered considerable com- 
petition to Japanese cotton interests — were equally drastic.’ 
“ Technical assistance ” and “ temporary operators ” were 
forced upon those Chinese whose properties had lucidly 
escaped looting and burning. Only Japanese concerns 
registered with the Japanese consular authorities in Shanghai 
were allowed to reopen factories in Yangtzepoo, Hongkew, 
Chapei, etc. As a matter of fact, only the Japanese Cotton 
Mill Owners’ Association was permitted to “ manage ” 
Chinese textile factories in these areas, some of which 
involved no small amount of Third Power investments. 
In return for “ protection ” and “ co-operation ” the 
Japanese demanded a majority interest in the Chinese mills. 
As practically all the Chinese mill owners refused to resume 
operation under such humfliating and impossible conditions, 

' Prior to the hostilities Japan owned and operated 41 of the 136 
cotton mills then functioning in China, controlling some 2,098,000 of 
the total of 5,172,000 spindles in the textile industry in this country. 
Since then, she has forcibly taken over 52 more Chinese-owned mills 
with a total of 1,540,000 spindles. 


39 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

the Japanese seized many cotton mills outright and are 
now operating these without Chinese participation. 

Attempts on the part of both Chinese and foreign 
factory owners in Shanghai to get passes from the Japanese 
authorities to inspect their plants in occupied areas have 
so far resulted in failure. The few who have secured such 
passes to see their factories have found nothing but dis- 
appointment — ^for notices have been posted at the entrances 
to these mills asking their owners to approach certain 
Japanese interests for negotiation if entry into the plants 
or resumption of work is desired. In some occupied 
districts, the Japanese and their puppet officials have even 
ordered all factories to reopen before specified dates. 
Failure to do so would mean confiscation. In tliis way, many 
Chinese mills have been taken over by Japanese interests. 

The Japanese occupation has also wrought havoc to 
the silk industry in Shanghai, where in normal times there 
are no less than 113 silk filatures, giving employment to 
tens of thousands of Chinese workers. The Japanese have 
not only confiscated and destroyed many of these silk 
filatures, but also have adopted a new sericultural poUcy 
for Chekiang and Kiangsu whereby the Chinese silk industry 
will be revived only as an accessory to the Japanese silk 
industry. According to the plans of the Japanese Ministry 
of Agriculture and Forestry, a Sino-Japanese Silk Syndicate 
(affihated with the Central China Development Company) 
is to be organized to “ supervise ” the whole sUk industry 
in the occupied regions of China. This syndicate, which is 
reported to have a capital of Yen 8,000,000, will control 
the collection of silk cocoons as well as silk reeling and 
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weaving. It will further adjust the Chinese silk prices to 
those of Japanese sUk, fix export quotas for Chinese silk, 
and confine its sale within markets not yet touched by 
J apanese export interests. Japanese agents are now distribut- 
ing “ improved ” silkworm eggs to Chinese peasants in 
Central and East China who, from now on, wiU have 
to sell their cocoons to Japanese merchants at arbitrary 
prices. 

While it is impossible to calculate the losses which the 
Japanese invasion has inflicted upon Chinese industries, 
it is no exaggeration to say that it has completely arrested 
industrial development in the coastal provinces. Japan’s 
economic onslaught has not only destroyed hundreds of 
Chinese factories and workshops, but also disrupted the 
socio-economic life of the main cities to an almost irrepar- 
able degree. It is clear that the large-scale migration of 
population caused by the present hostilities has affected 
the labour supply, especially as regards skilled labour, 
in the leading industrial centres. Along the Shanghai- 
Nanking and the Shanghai-Hangchow railways, scores of 
villages have been reduced to ashes, just as in North China. 
Millions of people have been driven away from their homes 
and forced to move to the far West. Even when eventually 
certain industries can be revived, the workers will surely 
not be able to command the same conditions of treatment 
as they enjoyed before. 

That the Japanese have effectively arrested industrial 
progress in Shanghai has been conservatively estimated by 
the Industrial Section of the Shanghai Municipal Council. 
According to this source, ^ 
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than the bank-notes of the ‘Federal Reserve Bank’ in 
Peking”. But ears or no ears, the Chinese are showing 
httle confidence in the puppet currency but are secretly 
holding on to their legal tender notes, issued by the official 
agencies of the Cliinese government. 

The “ Federal Reserve Bank ” (this name should in 
no way be construed as anything resembling tlie famous 
Federal Reserve Bank system in tlie United States) was 
inaugurated in March, 1938, with a proposed capitaHzation 
of Yuan 100,000,000, half of which, it was reported, was 
subscribed by the “ Provisional Government in Peking ” 
and half by Chinese banks in North China. Silver stocks 
remaining in all the banks in Peiping and Tientsin were to 
be taken over and concentrated in the “ Federal Reserve 
Bank ” as a specie reserve. There would be no free con- 
version of notes into specie, but a so-called managed 
currency would be adopted and enforced, while the value 
of the new notes would be treated as equal to the Japanese 
yen. According to the Japanese plan, the “ Federal 
Reserve Bank ” notes should become the national currency 
in Nortli China (all payments to be made in this money), 
although the circulation of the old Chinese government 
bank-notes would be temporarily recognized. The Tientsin, 
Tsingtao and Shantung notes of the Bank of China and 
the Bank of Communications (both are Chinese govern- 
ment institutions) and the notes issued by the former Hopei 
puppet banks would be permitted to circulate for a period 
of one year, while the other notes of Chinese government 
banks would not be allowed to circulate after three months’ 
time. 
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On March 3 this year, the “ Provisional Government 
in Peking ” issued an order outlawing the old Chinese 
government bank-notes, and stipulated that, beginning 
from March 10, only the notes of the “ Federal Reserve 
Bank ” shall be regarded as legal tender. 

But this attempt at creating value out of vacuum has 
not only ended in failure but has become a boomerang to 
the Japanese themselves. As an experienced observer and 
economist in North China writes ; 

“ No one can actually exchange a single dollar with the 
‘ Federal Reserve Bank ’ notes for any Japanese currency 
that is of foreign exchange value. The local directors of Cliinesc 
banks who refused to contribute by handing over cash 
or legal tender had to flee for their Hvcs, and the foreign 
bankers were severely criticised for lack of co-operation 
simply because they refused to accept rubber money. 
The notes issued by the ‘ Federal Reserve Bank ’ are of 
large size printed by the Bureau of Engraving. The dragon 
design was originally prepared but not adopted by the 
Ta Ching Bank of the Manchu dynasty. According to 
the announced regulations, legal tender notes were to become 
illegal three months from the date of issue of the new notes 
except those legal tender notes issued in Peiping, Tientsin, 
Tsinan, Tsingtao, etc., which were given grace of a whole 
year. Equally acceptable are the notes issued by the Bank 
of Chosen, the East Hopei Bank, the South Chaliar Bank, 
and the Hopei Provincial Bank which has been taken over 
by the ‘ Stop-gap Government ’. The newspapers repeatedly 
printed fabulous reports of people all over die countryside 
rusliing for the new notes even at a premium. But as a 
matter of fact the market rate in the Tientsin Concession 
ranges from $105 to $115 for every $100 Chinese legal 
tender. Foreign banks keep separate accounts for deposits 
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in the new notes from those in legal tender, and foreign 
business houses insist on the latter currency. Travellers 
are allowed at the risk of confiscation to carry the maximum 
of $500 legal tender notes per person, but a good deal of 
smuggling is going on.” ^ 

With the inauguration of the Chinese Currency StabiHza- 
tion Fund in March this year, coupled with the increase 
in guerilla activities in all the Japanese-occupied districts 
during recent weeks, the “ Federal Reserve Bank ” notes 
have been suffering further declines in market value — even 
within the walls of Peiping. Owners of these “ puppet ” 
notes have offered to sell them in return for Chinese money 
at a discount of 32 to 35 per cent at the end of April this 
year. Confronted with mihtary uncertainties and poHtical 
opposition, the Japanese and their puppet regime ■will 
unquestionably have an increasingly difficult time to stabihze 
the bogus currency from now on. 

Short of funds to carry on their military campaign 
in China, the Japanese authorities early in the autumn of 
1938 have resorted to the issuance of “ war notes ”. These 
notes are used in paying Japanese troops, who in turn impose 
them on Chinese shopkeepers and workers in the occupied 
areas. It is estimated that over Yen 50,000,000 of “ war 
notes ” have already been issued for use in Kiangsu, Chekiang 
and Anhwei. Since these notes are inconvertible and are 

' From an article written by a Chinese professor in Peiping and 
released by the China Information Committee, Hankow, October 21, 
1938. On January 25 this year the Japanese finance minister, Ishiwata, 
admitted that “ it is a weakness that the Federal notes are stUl not ex- 
changed for foreign currency.”, and added that such notes in circulation 
in North China have reached Yen 150,000,000. 
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unacceptable beyond the range of Japanese guns, they 
have been causing considerable hardship to Chinese peasants 
and workers. But the Japanese authorities, with the help 
of various puppet regimes and “paidagents”, are continuing 
their efforts to displace the old Chinese legal tender with 
“ mihtary notes ” in all the occupied territories in Central 
and South China. In this way, the Japanese hope to pocket 
all the cash in China and leave nothing of foreign exchange 
value in regions under their domination. The ruinous 
efiects of such financial manipulations on both Chinese 
and foreign business activities are too obvious to require 
comment. 

“ ECONOMIC CO-OPERATION ” 

One of die stock phrases which the Japanese have been 
using to justify their invasion is “ economic co-operation 
between Japan and China for their co-existence and co- 
prosperity ”. It does not seem to have occurred to them 
that such co-operation as they have been promoting in 
China has been tantamount to coercion, and has therefore 
aroused notliing but the ill-feeling of the entire Chinese 
people. Out of a devastated China, the Mikado’s war-lords 
now hope to create a new country as the corner-stone for 
their great Asiatic empire. To them, the slogan “ Asia for 
the Asiatics ” really means Asia for the Japanese only ! 

The rulers of Japan realize that time is an all-important 
element in their whole plan of empire-building. Thus 
immediately following the occupation of Wuhan in October, 
1938, the Japanese set up a Central Bureau for East Asiatic 
Affairs, whose ultimate aim is to control all poHtical, 
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economic and military affairs in China. Under the direction 
of this powerful bureau, it is hoped to develop a Japan- 
China-Manchukuo economic bloc with Tokyo as the 
pivot, and to squeeze out all foreign interests and influence 
in the Orient. With almost one-third of China proper 
under mili tary domination, the Japanese no longer try to 
comfort their Western rivals with the usual pretences but 
are going ahead with their plans of economic conquest. 
According to the Chugai Shogyo Shimbo, an influential 
commercial daily in Tokyo, the general principles of this 
much-talked-about programme of economic co-operation 
with China have been carefully worked out by the Minseito, 
which is the largest poUtical party in Japan. According 
to this paper, the following points have been adopted to 
meet the so-called new situation in China : 

1. An East Asiatic League will be organized between 
Japan, Manchukuo and “ New China ” for the 
maintenance of peace and order in the Far East. 
For this purpose the three countries should co- 
operate with one another. 

2. Japan, Manchukuo and “ New China ” should co- 
operate in measures for defence against the pene- 
tration of Communistic influence in the Far East. 

3. Co-operation in national defence between these 
three countries. 

4. Economic co-operation between these three coimtries 
on the basis of co-existence and co-prosperity and 
promotion of the Oriental culture common to 
Asiatic nations. 

To carry out the above poUcies, the Minseito has urged 
the Japanese government to take the following measures : 
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1. Japan should make every effort for the maintenance 
of peace and order in Japanese -occupied areas in 
China, for the economic development, rehabilitation 
and establishment of cultural facilities in “ New 
Clhna 

2. Japan should guide local regimes which have been 
established in accordance witli the geograpliical, 
historical and economic conditions in the different 
districts, so that they will eventually be united into 
a Central Government of China. The projected 
Central Government will be recognized by Japan 
as one unit of the projected Asiatic League. Foreign 
Powers will be induced to extend recognition to the 
new Chinese Administration. 

3. The economic structure in “New China” will be 
reconstructed on the principle of the economic bloc 
between Japan, Manchukuo and Cliina, The Open 
Door policy for foreign Powers will be respected 
under, the new economic structure. 

4. With the economic rehabilitation of the “ New China ” 

progressing, China’s currency will be gradually 
linked with Yen, while a barter system will be oper- 
ated for the smooth conduct of trade between Japan, 
Manchukuo and China along the lines of a unified 
economic poHcy. 

5. Japan’s cultural poUcies for China will be designed 
to eliminate such ideas as encourage resistance against 
Japan and co-operation with Communists. For this 
purpose, the traditional spirit and virtues inherent in 
the Orient will be enhanced. 

6. Economic policies should be calculated to stabiHze 
the livelihood of the Cliinese people, while co- 
existence and co-prosperity vnU be the guiding 
principle of all economic enterprises between Japan, 

■ Manchukuo and China. 
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7. Japan should induce the Powers to recognize her 
position as the guiding Power in the Far East and the 
trinity relations between Japan, Manchulcuo and China. 

8. And Japan should establish herself on a firm ground 
in the international diplomatic field by strengthening 
the existing anti-Comintern Pact.' 

As a first step towards the development of the new 
economic bloc in East Asia, a joint conference between the 
representatives of Japan, “ Manchukuo ”, “ New China ” 
and Inner Mongolia was engineered and held in Osaka 
during the latter part of November, 1938. At this confer- 
ence, the “ vital necessity of organizing an economic bloc 
between the four countries for building up a new order in 
East Asia was duly emphasized The tone of the confer- 
ence was clearly indicated by a speech made by Mr. Kunizo 
Hara, a Japanese insurance chief and financier, who said, 
inter alia, “ The highest standard of economic efficiency 
must be attained by the mutual supply of raw materials, 
funds, technique, labour, etc., to complement each otlier 
between Japan, Manchukuo, China and Mongoha, which 
will be united in one economic bloc 

Japanese government officials have spoken with equal 
frankness about the objectives of this Far Eastern economic 
bloc. In high sounding and seemingly harmless terms, Mr. 
Hachiro Arita, the Japanese Minister of Foreign Affairs, 
openly declared on December 19, 1938 : “What Japan desires 
is a new order which will ensure the permanent stabUity of 
East Asia, or, in other words, the estabhshment of a relation- 

’ This information must be taken as fairly authentic, for it came from 
Domei, the oifidal Japanese news agency, on November i, 1938. 
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ship of mutual helpfulness and co-operation between Japan, 
Manchukuo and China in political, economic and cultural 
fields. It is not only of benefit to the Chinese people 
themselves but to the whole of East Asia to lift China from 
its present semi-colonial status to the position of a modem 
state.” 

Inaugurated in Tokyo in the Fall of 1938, the Board of 
East Asiatic Affairs is to implement the policies of the 
Japanese miUtarists. Headed by a president, with four 
vice-presidents, and a secretary-general (the Japanese foreign 
minister, war minister, finance minister and naval minister 
are serving as vice-presidents ex-officio), the new board 
will take charge of all political, economic and cultural 
affairs in East Asia, formulate the government’s poHcies 
towards the “ China Incident ”, supervise and control the 
semi-official companies especially chartered for conducting 
business in Cliina, and co-ordinate and unify the adminis- 
tration of China affairs now handled by different depart- 
ments of the Japanese government. That this board is 
meant to become Japan’s chief weapon for turning China 
into a mere vassal state (just as the former Manchuria 
Affairs Bureau of the Japanese government converted 
China’s Three Eastern Provinces into the puppet state of 
Manchukuo) is explained in its own definition of purpose : 
“ To conduct long-term rehabiHtation and reconstruction 
of China by mobihzing and co-ordinating the national 
resources so as to make the Chinese people realize the 
indispensability and rationality of their co-operation with 
Japan in joint efforts for the establishment of peace in 
East Asia 
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It is obvious that if Japan succeeds in enforcing the 
above economic pohcies and measures, the scope of which 
is of world-wide significance, it will mean the virtual 
enslavement of one-fifth of mankind and the permanent 
breakdown of Western interests and prestige in the Orient. 
Today Japan is not yet in a position to conquer the whole 
of China and to completely ignore Western sensibilities. 
But if towards these fantastic dreams of military and 
economic conquest we turn a deaf ear or try to console 
ourselves by underestimating Japan’s determination and 
ambitions, we may some day find ourselves in a rather 
hopeless situation and thus have to bow down to Japanese 
fancies just as the Formosans and the Koreans are already 
kowtowing to their Japanese masters. 



CHART SHOWING JAPAN’S PLANS FOR ECONOMIC CONQUEST OF CHINA 
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— Central China Gas Co. 

— Central China Tele-communicationB COi 
— Central China Iron Mine Co. 

— Central China Sericultural Syndicate 
— Central China Urban Motor Transport Co. 

— Central China Light and Power Co. 

— Central China Sea Products Co. 

— Shanghai Inland Navigation Co. 

— Shanghai Real Estate Co. 

— Yangtze River Navigation Co. 

— Shanghai Smo-Japanese Fish Market 
— Central China Railway Co. 

— North China Telegraph and Telephone Co. 

— ^North China Raw Cotton Co. 

— ^North China Petroleum Syndicate ^ 

-North China Wool Manufacturers* Association 
■North China Salt Company 
I^North China Industrial Development Co. 
i — Power monopoly in Tientsin, Peiping, Kalgaxi, etc. 

•North China Metallurgical Development Co. 

I — Shantung Flour Co. 

I — ^North China Transport and Comi&umcations Co. 
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6 ^ ^ — Bank of MongoUa 

i''i I ^ — Mongolian Trading Co, 

*3 J J — Mongolia Electric Communications Equipment Co 
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— Oriental Development Co. 

— Manchuria Industrial Development Co. 
— Cental Bank of Manchou 
— South Manchuria Railway Co. 

— Etc. 






chapter III 


JAPAN’S OFFENSIVE AGAINST THIRD 
POWER INTERESTS 


Just as the Japanese steam-roller has crushed all foreign 
interests in Manchuria, so the same process is being openly 
carried out in all the Japanese-controlled regions in China 
proper. The foreign trade of Manchuria is now almost 
entirely in the hands of the Japanese, as nearly 8o per cent 
of the goods imported into that area come from Japanese 
sources, while about 65 per cent of the exports are sent to 
Japan. The same tendencies can be noticed in North China 
today, and are spreading into East and Central China. 
This economic offensive is now fairly well known to foreign 
officials and business men in China, but its imphcations are 
not yet fully appreciated abroad. In this chapter we shall 
review Japan’s elaborate system of economic penetration 
in China as well as some of the more glaring examples of 
Japanese violation of Third Power treaty rights. 

japan’s deadly economic weapons 

In order to estabhsh economic supremacy in the Far 
East and to exploit the natural resources of China, the 
Japanese government has carefully mapped out and is now 
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organizing a series of commercial and industrial develop- 
ment schemes in North and Central China, based on its 
findings and experiences in Manchuria. These schemes 
are engineered and directed by the Central Board of East 
Asiatic Affairs in Tokyo, set up last year by the Japanese 
Cabinet. Under this board, two big holding companies — 
the North China Development Company and the Central 
China Development Company — ^have been formed to 
push Japanese trade and industrial activities in the occupied 
territories. The two development companies are intended 
to branch out into all the strategic lines of economic activity 
in China, and to become virtual monopolies in their respec- 
tive fields. As weapons for carrying out Japan’s policy 
of economic domination, they are to become more deadly 
and powerful than the South Manchuria Railway Company 
and the Oriental Development Company which have played 
such an important r6le in helping Japan to conquer China’s 
Three Eastern Provinces during the last few decades. 

As a first step towards the establishment of economic 
supremacy in North China, the Japanese government is 
freeing the South Manchuria Railway Company of its new 
industrial units in “ Manchukuo ”, and is entrusting it with 
full responsibility for taking over and unifying the transport 
system in North Cliina. While there is bound to be some 
overlapping between the South Manchuria Railway 
Company and the newly organized North China Develop- 
ment Company, the former is to be chiefly engaged in 
developing communication and transportation faciHties, 
while the latter is to be largely occupied widi the promotion 
of trade and industrial enterprises. As stated in the Tokyo 
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Asahi Shimbun of January 20, 1938, “ a unified management 
of the continental railways connecting Chosen, Manchuria 
and North China will be brought into existence”. In 
conformity with this plan, the South Manchuria Railway 
Company took over the operation of all the former Chinese 
lines in Nordi China, such as the Peiping-Liaoning Railway, 
the Pciping-Suiyuan Railway, the Peiping-Hankow Rail- 
way and the Tientsin-Pukow Railway (though considerable 
portions of these fines are constantly threatened and often 
disrupted by Chinese guerilla forces). And with the South 
Manchuria Railway Company playing the leading role, a 
North China Transport and Communications Company 
was inaugurated in February this year. 

But for developing die natural wealth and trade enter- 
prises in North Cliina, the Japanese government has forged 
a new and even more dangerous instrument — the North 
China Development Company, in addition to the Japanese- 
controlled Federal Reserve Bank, which has a similar mission 
in the field of banking and finance. The North China 
Development Company is organized under the laws of 
Japan, with a proposed capital of Yen 350,000,000, half of 
which is reported to be provided by the Japanese govern- 
ment and the other half by public subscription, preference 
being given to families of soldiers. Of the share to be 
borne by the Japanese government, only Yen 55,569,622 
have been paid up so far, states the Japan Chronicle, while 
the private shareholders have paid in only Yen 43,750,000. 

The objectives of the North China Development 
Company are : (i) to invest in major systems of transporta- 
tion and harbour works ; (a) to finance communication 
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enterprises and facilities ; (3) to promote power and light 
companies ; (4) to develop mines and mineral resources ; 
(5) to establish salt manufacturing and salt industries ; 
and (6) to engage in other lines in which co-ordinated 
development and management are necessary to carry out a 
so-called economic expansion movement in North China. 
All the development schemes launched and operated by 
the North China Development Company are worked out 
with a view to complementing tlie industrial expansion 
plans of Japan and “ Manchukuo 

The manifold and large-scale activities which the 
North China Development Company proposes to under- 
take may be easily seen from the following summary of 
trade and industrial monopohes it is now trying to establish 
directly and indirectly, in North China : 

1. North Cliina Raw Cotton Company, organized 
in March, 1938, with a capital of Yen 3,000,000 to 
control cotton production in North China, where, 
prior to the present hostilities, the output reached as 
much as 36 per cent of the total production for all 
China. 

2. North Cliina Industrial Development Company, 
organized in 1938 with a capital of Yen 100,000,000 
to develop mineral resources and heavy industries, such 
as : 

(a) Cofl/.— Japanese plans for coal in North China 
include the urgent development of the Tatung 
coalfields to the extent of some 700,000 tons a 
year in order to ensure an adequate supply of 
boiler coal for Japan (Tatung fields estimated to 
contain a coal reserve of about 12,000,000,000 
tons), the doubling of the transport capacity 
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for coal on the Peiping-Suiyuan Railway, the 
development of coal mines in East Hopei for 
coking purposes in Japanese foundries, a 20-40 
per cent increase in output in the coal mines 
along the Peiping-Hankow Railway such as 
Lincheng and Liuhokow, and the rehabihtation 
of coal mines in Shantung province. 

(b) Iron . — Japanese plans for iron in North China 
include the development of the iron resources 
in Chahar, Hopei, Shansi and Shantung, although 
it wiU be some time before adequate equipment 
can be obtained for operation, the restoration of 
the Ltmgyen mine and the improvement of the 
Shihchingshan Ironworks near Peiping, which 
is to be managed by the Japan Iron Manufacturing 
Company. Iron ore reserves in Lungyen are 
estimated to be about 100,000,000 tons, and the 
ores are being smelted in Shihchingshan, with 
the Japanese aiming at an output of some 
80,000 metric tons a year. 

3. Nortli China Telephone and Telegraph Company, 
organized in Peiping in 1938 with a capital of Yen 
35,000,000, of which Yen 13,000,000 are controlled 
by the North China Development Company. The 
new company is to “ take over ” and operate all 
tele-communication facilities in the North. 

4. North China Salt Company, organized with a capital 
of Yen 30,000,000 as a subsidiary of the North China 
Development Company, to control and develop 
the famous Chang-lu salt fields, which wiU then 
provide an adequate supply for soda, rayon and 
glass industries in Japan. Japanese firms which are 
participating in the new salt enterprise include the 
Oriental Development Company, the Dai Nippon 
Salt Industry, etc. For the first period of the new 
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development programme, an annual output of 
1,000,000 metric tons of salt is aimed at. 

5. North China Transport and Communications Com- 
pany, set up in February, 1939, to take over and oper- 
ate all former Cliinese government railways in North 
Cliina and capitaHzed at Yen 300,000,000. 

6. North China MetaUurgial Development Co., capi- 
talized at Yen 10,000,000 to develop and monopolize 
the mining of nickel and other light ores in North 
Cliina. 

7. North China Petroleum Syndicate, organized with a 
capital of Yen 20,000,000 to enjoy the sole right of 
importing and selling petrol and petroleum products 
in North China and Inner Mongolia. 

8. Wool Manufacturers’ Association, formed in Kalgan 
with a capital of Yen 8,000,000 by eight Japanese 
controlling companies. This association is charged 
with the exclusive purchase of wool, camel hair, etc., 
in the “ autonomous Mongolian area ”, as well as 
with the management of former Chinese government 
woollen mills in Pciping and Suiyuan. Under 
Japanese supervision, the association will also push 
wool production in Mongolia and estabhsh new 
plants in Tientsin. 

9. Power monopoly. Japanese power and light enter- 
prises in North China are cliiefly in the hands of the 
Hsing Chung Kung Ssu, which controls and operates 
the power and hght plants in Peiping, Tientsin and 
Tungchow. A new company is to be created soon 
to “ take over ” and operate the plants in Kalgan 
Tatung, Kweihua and Paotow. 

10. Shantung Flour Company, organized to take over and 
operate all former Chinese-owned mills in Tsingtao, 
Tsinan and other cities in Shantung. 
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To exploit the natural wealth and to control trade and 
industry in Central China, the Japanese government has 
formed a Central China Development Company along the 
same lines as the sister organization in North China. 
Inaugurated in Tokyo on November 7, 1938, the Central 
China Development Company is reported to have a capital 
of Yen 100,000,000, which is to be shared equally by 
the Japanese government and private interests. While 
at present the company has its headquarters in Tokyo, it 
is planned to eventually cstabhsh its head ofEce in Shanghai, 
so as to be closer to the field to direct its various plans of 
economic exploitation in Central China. 

The purpose of the Central China Development Com- 
pany is obviously the control of all leading economic 
activities in Central China, just as the sister organization is 
aiming to do in the North. As instruments for enforcing 
this pohey of economic control and domination, the 
Central China Development Company is now forming, 
directly and indirectly, the following concerns : 

1. Central China Tele-communications Company, 
organized on July 31, 1938, with a capital of Yen 
25,000,000 to “ take over ” and operate all telegraph 
and telephone lines in Shanghai, Nanking, Hangchow, 
and other cities in Central China, as well as to in- 
augurate a radio service between Shanghai and Japan. 

2. Central China Sericultural Syndicate, capitaUzed at 
Yen 8,000,000 to control the production and market- 
ing of silk cocoons in Kiangsu and Chekiang, and to 
“ take over ” and operate former Chinese-owned 
silk filatures in Wusih, Changchow, Hangchow and 
Shanghai. 
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3. Central China Urban Motor Transport Company, 
organized in November, 1938, with a capital of Yen 
3,000,000 to start and operate motor transport 
systems in East China. 

4. Central China Iron Mine Company, formed on 
April 8, 1938, with a capital of Yen 20,000,000 as a 
joint undertaking of the Hsing Chung Rung Ssu 
(afiiliated with the South Manchuria R^way Com- 
pany), Japan Steel Tube Company and the Asano 
Ironworks. The new concern will engage in the 
development of iron mines in Chekiang, Anhwei 
and Kiangsu, as well as “ take over ” the famous 
Tayeh Iron Works in Hupeh, aiming at an aimual 
production of 1,000,000 tons of iron ore to meet 
some of Japan’s increasing requirements. 

5. Central China Gas Supply Company, formed on 
December 28, 1938, wi^ a capital of Yen 3,000,000, 
joindy financed by the Central China Development 
Company and several gas and chemical firms in 
Japan. 

( 5 . Central China Water and Power Company, organized 
on June 30, 1938, with a capital of Yen 25,000,000 
to control and operate former Chinese-owned water 
and power supply firms in Chapei (Shanghai), 
Nanking, Wusih and Hangchow. Of the total 
capital, the Central China Development Company 
is reported to have given Yen 7,500,000. 

7. Central China Marine Products Company, formed 
on November 6, 1938, with a capital of Yen 1,300,000, 
of wliich Yen 1,000,000 is to be provided by the 
Central China Development Company. The new 
company is to control the fishing business along the 
East Cliina coast and to work hand in hand with the 
Shanghai “ Sino-Japanese ” Fish Market Company 
mentioned below. 


61 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

8. Shanghai “ Sino-Japanese ” Fish Market Company, 
organized on July 25, 1938, with a capital of Yen 
100,000 to control and operate the former Chinese 
fish market in Yangtzepoo. 

9. Shanghai Inland Navigation Company, organized 
on July 28, 1938, with a capital of Yen 2,000,000 to 
“ take over ” and manage all the passenger and 
freight traffic on the rivers and waterways spreading 
out from Shanghai. Of the total capital, the Central 
China Development Company is reported to have 
given Yen 600,000 and the Nisshin Kisen Kaisha 
(better known as N.K.K.) Yen 400,000, the re- 
maining sum of Yen 1,000,000 to be made up by 
the property assets taken over from former Chinese 
shipping firms. 

10. Shanghai Real Estate Company, formed on September 
I, 1938, with a capital of Yen 2,000,000, half of which 
is provided by the Central China Development 
Company. In addition to the real estate business, 
the new company will engage in developing roads, 
wharf facilities and municipal reconstruction work 
in Shanghai and vicinity. 

II. Yangtze River Navigation Company, organized on 
December 10, 1938, as a joint concern for the N.K.K., 
the D.K.K. and the Central China Development 
Company, to control all shipping on the Yangtze 
and to operate all the wharf facilities in the ports 
along this river. 

12. Central China Railway Company, organized in April, 
1939) with a nominal capitalization of Yen 50,000,000, 
of which 40 per cent will be theoretically allotted 
to the Nanking puppet r%ime as counter-value of 
the 770 km. of railways in the hinterland of Shanghai, 
another 40 per cent to the Central China Develop- 
ment Company, and the remaining 20 per cent to 
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Japanese railway concerns. The Central China 
Railway Company will take over and operate the 
Shanghai-Nanking line, the Shanghai-Hangchow 
Hne, the Nanking-Wuhu-Sunchiapu Une, the 
Soochow-Kaishing line and the Shanghai-Woosung 
line. 

While these Japanese development schemes appear 
quite impressive, and it is true that, if carried out in 
their entirety, they will eventually succeed in crushing all 
Chinese and foreign business in North and Central China, 
diey are nevertheless meeting with many serious obstacles. 
First of aU, although these plans are all reported to have been 
capitalized in terms of millions of yen, they have not 
obtained so much in the way of capital funds as they arc 
supposed to have. Actually paid-up capital does not amount 
to a very large figure. With only a few exceptions, all of 
the new development concerns have been brought into 
existence by virtue of assets and properties seized from 
former Chinese owners, and they have to secure enorm- 
ous sums of working capital before they can operate in 
full force. And since no large credits can now be pro- 
cured in the West, the North China and the Central China 
development companies must depend upon the leading 
family trusts in Japan, such as the Mitsuis and the Mitsubishis, 
to finance and launch their gigantic programmes of trade 
and industrial expansion. However, these trusts are no 
longer in a position to supply adequate funds to finance 
large-scale development schemes in China, and have had, 
indeed, to reduce their investments in Manchuria since 
the outbreak of the present war. Of course, some of the 
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working equipment and capital can be obtained from 
certain allied interests in Japan, such as the Japan Telegraph 
and Telephone Company, the Japan Sugar Association, the 
Japan Coal Association and the Japan Steel Tube Company; 
but what these allied interests in Japan have provided is 
but a small portion of that actually required in North 
and Central China. 

Secondly, the Japanese are in control of only the strategic 
cities and lines of communication, while in the country 
districts the Chinese government still functions as before, 
and the Chinese guerillas are making it difficult, if not im- 
possible, for the Japanese to go ahead with their much- 
vaunted “ reconstruction ” work. As Dr. H. H. Kung 
reported to the People’s Political Council in February 
this year, of the total of 941 counties in the eleven war- 
affected provinces of China (Kiangsu, Chekiang, Fukien, 
Anhwei, Kiangsi, Hupeh, Hunan, Hopei, Honan, Shantung 
and Shansi), 583, or about 62 per cent, are still completely 
imder Cliinese rule ; 245, or about 26 per cent, are partially 
under Chinese control ; and only 55, or 6 per cent, are 
fuUy under the influence of the Japanese. Due to uninter- 
rupted administration of Chinese magistrates in all the war- 
affected areas as well as to the non-co-operation of Cliinese 
residents in the occupied districts, the Japanese can only con- 
duct business along the main highways and railway lines. 

Therefore, large-scale development of trade, industry 
and mineral resources, which the Japanese have been hoping 
for, has not yet taken place and is chiefly in the blue-print 
stage. The significant point about Japan’s economic 
offensive in China, however, lies in the deadly nature and 
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ultimate motive so clearly shown in all the development 
schemes given in the last few pages. The implications 
of these elaborate plans of economic penetration are worth 
thinking about, just as their manifold ramifications are 
designed to ultimately freeze out all legitimate Third Power 
interests and activities in the Orient. 

JAPAN CLOSES THE YANGTZE 

Simultaneously with the development of trade and indus- 
trial monopbUes in Nordi and Central China, the Japanese 
authorities are also doing their best to close the leading trade 
channels in Cliina to all non-Japanese enterprises. Perhaps 
the most nearly effective method which the Japanese are 
using to cut off China’s trade relations with the Western 
countries is the control of the leading seaports and trade 
routes, particularly the Yangtze river and the Pearl river, 
altliough both of these have been made international 
waterways by a series of treaties to which Japan is also a 
partner. 

The importance of the Yangtze river as an international 
trade channel can be easily reaHzed if one remembers that 
it has served as die main artery of domestic and foreign 
commerce in China for nearly a hundred years — ever since 
the signing of the Treaty of Nanking in 1 842. The Yangtze 
runs through a vast territory, inhabited by about 180,000,000 
people. Normally the Yangtze river basin provides the great 
bulk of the nation’s foreign trade, while in the various 
treaty ports along this waterway foreign Powers have built 
up large investments in the form of banks, factories, wharves, 
docks and godowns. In Hankow, for example, British 
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investments alone amount to over ^50,000,000. The China 
Navigation Company and the Indo-China Steam Naviga- 
tion Company have invested millions of dollars in river 
boats and shipping facilities, and have carried on a very 
prosperous trade with the interior of China for nearly a 
century. Through the closure of the Yangtze river, the 
Japanese have not only stopped all foreign navigation and 
commerce in the very heart of China, but they have also 
rendered these valuable investments idle and perhaps worth- 
less. 

In preventing foreign vessels from using the Yangtze, 
the Japanese authorities have given out a very flimsy excuse, 
i.e. that the river is stiU infested with mines, booms and 
Chinese “ bandits ”, and is therefore unsafe for navigation. 
While the Japanese have promised to allow neutral ships to 
go up the river “ when conditions permit ”, their pretext 
cannot be accepted as vaUd, as already revealed by the 
successful investigation tours made by Sir Percy Noble, 
commander-in-chief of the British China Squadron, and 
Rear-admiral H. E. Yarnell, commander-in-chief of the 
American Asiatic Fleet. 

Moreover Japanese shipping firms in Shanghai such as 
the N.K.K. have been openly maintaining regular sailings 
with cities as far west as Wuhu, Kiukiang and even Hankow. 
As the North China Daily Neivs, leading British daily in 
Shanghai, states : ” Tens of thousands of tons of produce for 
export, and imported goods, are passing up and down the 
Yangtze imder Japanese auspices and for Japanese account ”. 
During the month between October 26 and November 27 
alone, a total of 3229 Japanese-controlled ships went up- 
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river and 1738 went down-river, including various kinds 
of small craft.* Japanese vessels have been going up-river 
with large quantities of manufactured goods, paper, matches, 
textiles, kerosene, cigarettes, salted fish and sugar, and have 
been bringing back to Shanghai for trans-shipment to Japan 
thousands of packages of Chinese raw materials, such as 
iron ore, copper, brisdes and foodstuffs. In Nanking, 
several thousand Japanese business men have established 
themselves in bodi the wholesale and the retail trade, and 
have been Hterally flooding the city with made-in-Nippon 
goods, all foreign stocks having been taken away or 
destroyed. To deceive Third Power interests, the Japanese 
have changed the commercial markings on their boats and 
have declared that all their shipments have been made for 
“ military consumption ”. 

The control of the Yangtze, coupled with the arbitrary 
reduction of Chinese tariff rates since January, 1938, and 
often the evasion thereof, has enabled Japan to make rapid 
gains in her trade with certain parts of China. Today in 
practically all of the categories of goods which Japan is 
capable of producing, she has seized the premier position 
in die China market, such as cotton piece goods, woollen 
textiles, artificial silk, metal ware, sugar, paper, timber, 
chemicals, fishery products, light machinery and chinaware. 
Indeed, in the occupied regions Japan is now selling far more 
than the United States, Great Britain and Germany put 
together. According to the Japanese ministry of finance, 
the total of Japanese exports to the occupied areas in China 

‘ According to a United Press despatch from Hankow on Decem- 
ber 2, 1938. 
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during the first nine months of 1938 has increased by 
$94,000,000 over the same period of 1937. In August, 
1938, Japanese exports to China exceeded those of all the 
other countries. This tendency continued in the following 
month. With the capture of Wuhan and Canton in October, 
1938, Japan has added reasons to expect further trade 
increases with the occupied areas. And much of this trade 
is being conducted by the Japanese without paying the 
required Customs dues and harbour fees ! The following 
table shows the relative positions of Japan and other leading 
Powers in China’s foreign trade during 1938 : * 

TABLE I 


Showing Position of Major Powers in China’s Foreign Trade 


Country 

Imports fiom 

Exports to 

Total 

Japan . 

U.S.A. 

Germany . 

Great Britain 

$209,864,000 

151,254,000 

li 2 . 939 iOOO 

70,606,000 

$116,547,000 

86.853.000 

56.440.000 

56.769.000 

$326,411,000 

238.107.000 
169,000,000 

127.375.000 


What has been said about the Yangtze is also true of 
the Pearl river and almost the entire China coast. The 
Pearl river traflSc is now at a standstill, as far as Tliird Power 
interests are concerned, while statistics reveal that at 
practically every important port along the China coast 
there were fewer calls by Chinese and foreign vessels last 
year than there were in 1937. 

' Based on statistics compiled by the Chinese Customs Administra- 
tion in Shanghai. In this connection it is interesting to recall that in 
1937 the premier position in China’s foreign trade was held by the 
United States, with Great Britain, Japan and Germany following in 
order of importance. 
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Besides the closure of the Yangtze, the Japanese authorities 
in China have imposed a variety of other restrictions upon 
foreign shipping firms, such as special permits, mili tary 
passes, Hcences and taxes. No such hindrances are placed 
on Japanese shipping companies. For example, the Shanghai 
inland Navigation Company formed as an auxiliary firm of 
the N.K.K. has now nionopoMzed all commercial traffic 
on die inland waterways spreading out from Shanghai. 
It is operating no less than 162 vessels, many of wliich were 
seized from former Chinese shipping concerns, and is 
conducting a profitable trade between Shanghai and the 
East China cities. The Company not only dictates the 
freight rates, but also exerts a controlling influence upon 
the prices of goods brought in from the interior — goods 
which foreign merchants in Shanghai have to buy for 
exportation to Europe and America. 

TRADE AND EXCHANGE CONTROL 

Another method which the Japanese have adopted in 
driving out foreign trade in the occupied areas is the 
institution of what is generally called export control. 
For this purpose the Japanese promulgated a set of regula- 
tions as early as July, 1938, the enforcement of which not 
only placed all the export business in North China in 
Japanese hands but also gave them the much-needed foreign 
exchange. According to these regulations, first enforced 
in Tsingtao and subsequently extended to Chefoo and 
Weihaiwei, all exporters desiring to sliip goods out of those 
ports were required to obtain trade permits from the Japanese 
authorities and to negotiate their trade documents through 
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the Yokohama Specie Bank at the Japanese official rate 
of exchange, which was much more unfavourable than 
the open market rate. As a result, non-Japanese export 
firms have been forced to remain idle while Japanese 
merchants have been doing a thriving business in the above- 
mentioned ports. 

A neutral observer in Tsingtao reported how these 
export regulations have operated to “ freeze out ” foreign 
enterprises in these words : 


“ The prohibitive regulations in force here in regard 
to exports from Tsingtao are still in force. Japanese 
exporters are getting round the regulations which are 
chiefly aimed at obtaining foreign exchange, by negotiating 
their export documents at Shanghai at currency rates of 
exchange and obtaining permits to ship in Tsingtao from 
the local authorities. Other exporters are unable to obtain 
these permits to ship unless they negotiate their documents 
through the Japanese Yokohama Specie Bank at the official 
rates of is. 2d. for sterling and 29 for U.S. dollar. As a 
result of these strangHng restrictions, non-Japanese exporters 
are forced to remain inactive, while Japanese shippers are 
selling freely to Europe and America, especially to the 
latter country. Tsingtao merchants are not even granted 
the normal financing faeflities, documents being sent to 
destination for collection, the bank refusing to purchase 
the documents for cash or credit, nor will they grant an 
overdraft. In other words, all non-Japanese exporters are 
forced to remain idle, with the Japanese merchants monopo- 
lizing the business. It is understood that these same regu- 
lations will in the near future be extended to all Nortli 
China ports — ^Tientsin, Chefoo, Weihaiwei — and Shanghai 
will be considered a foreign port, which means that import 
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and export duty will be levied on all goods going into or 
coming out of Shanghai.” 

In conformity with this policy, the “ Provisional 
Government in Peking ” on March 2 this year announced 
that, beginning from March ii, exports of specified pro- 
ducts such as eggs, walnuts, tobacco leaf, peanuts and 
peanut oil, apricots, cotton seed, vermicelU and macaroni, 
carpets, straw braids, salt and coal would be allowed by 
the North China Customs authorities only on producing 
an exchange certificate, showing that the necessary exchange 
at the official rate of is. 2d. has been sold to the Japanese- 
controlled “ Federal Reserve Bank ”. This order also 
appHes to goods going to Central and South China as well 
as to foreign countries, except Japan and “ Manchukuo ”, 
when the rate would be par dollar per yen. To appreciate 
the significance of this trade control to the Japanese, it 
should be explained that the above “ specified products ” 
constitute the outstanding produce of North China, and 
their exports in 1937 amounted to approximately 
$88,000,000, or about 40 per cent of the total export trade 
for all of North China. Little wonder it is that, shortly 
after the “ Provisional Government in Peking ” made this 
announcement, the British Chamber of Commerce in 
Shanghai lodged a strong protest, declaring, inter alia, 
“ that the new measures are definitely discriminatory 
against British interests, and constitute a most flagrant 
violation of the Open Door 

* Owing to the existence of foreign concessions in Tientsin and 
Shanghai, this poUcy of export control initiated by the Japanese and their 
puppets wiU not prove totally effective. 
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Import trade in tlae Japanese occupied areas is confronted 
with the same kind of restrictions. It is understood that 
the “ Provisional Government in Peking ” is planning to 
enact a law similar to the import and exchange law of 
“ Manchukuo ”, which would tend to eliminate all Third 
Power trading interests in China and eventually bring about 
a Japan-Manchukuo-China economic bloc. The import 
and exchange law of “ Manchukuo ” promulgated in 
October, 1937, stipulated that (i) importers from non- 
Japanese sources must obtain permission from the Japanese 
government representative in “ Manchukuo ”, whose 
decision will be based on the necessity for the importation 
of the type of goods proposed ; (2) before buying foreign 
exchange, importers must give full details of the nature 
of the goods ; and (3) before buying foreign exchange, 
foreign firms must submit full details of their business 
operations from 1935 to 1937. These regulations put the 
Japanese government representative in “ Manchukuo ” 
in full control of all foreign trade in that region, leaving 
the foreign firms to handle only those commodities 
which Japan cannot produce or supply. When these dis- 
criminatory regulations are introduced in Nordi and 
Central China, they will inevitably destroy Western 
enterprises just as they have effectively done North of 
the Great Wall. 

USE OP PUPPET REGIMES 

While outwardly the Japanese military cHques have 
shown a lack of co-ordination in their plans and activities 
and have always disliked the big capitaUsts and financiers, 
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they have all found it expedient to work hand in hand in 
the conquest of China. In pursuing the objectives of this 
involuntary aUiance, the Japanese war-lords and their 
capitalist collaborators have created no less than three 
bogus regimes in Cliina during the last two years, i.e. the 
Federated Autonomous Government of Imier Mongoha, 
the Provisional Government in Peking and the Reformed 
Government in Nanking. These puppet regimes, though 
enjoying no political influence among the Chinese, have 
been quite helpful to their Japanese masters in carrying out 
various economic policies, just as they have proved useful 
in exterminating Western interests. The position which the 
puppet regimes occupy in Japan’s programme of Asiatic 
conquest, though httle imderstood abroad, is becoming 
increasingly important. Controlled and operated by 
Japanese “ advisers ”, the puppet officials can do nothing 
on their own initiative but merely obey instructions from 
their bosses. It is not the Chinese “ Provisional Govern- 
ment in Peking ” but the Japanese “ advisers ” who have 
planned and estabhshed the “ Federal Reserve Bank ” for 
North China. It is not the “ Reformed Government in 
Nanking ” but the Japanese “ advisers ” who have reduced 
Chinese tariff rates in favour of Japanese goods and have 
set up all sorts of barriers against Third Powers. It is not 
the “ Federated Autonomous Government of Inner Mon- 
goha ” but the same “ advisers ” who have developed a 
virtual monopoly of the leather and woollen indus- 
tries in Chahar and Suiyuan. It is the Japanese, not the 
bogus regimes, who are really responsible for institut- 
ing and enforcing the numerous discrimiiutory measures 
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against Western interests and enterprises in the occupied 
areas. 

But it is not so much what has already happened as what 
is in store for them that the Western nations must begin to 
reckon with. The puppet regimes in China have merely 
started to do small errands for the Japanese “ conquerors ”, 
and it will not be long before they will be told to undertake 
more important missions — ^missions which will definitely 
and permanently shut the trade door in China to all non- 
Japanese parties just as in Korea and Manchuria. Thus far 
the foreign Powers have refused to deal svith the puppet 
regimes, but as their poHcy of non-recognition is only of 
a negative nature and is not reinforced by any retaliatory 
or punitive action, they have suffered immense incon- 
veniences and losses while on their part the Japanese have 
derived tremendous benefits from this political farce. 

THIRD POWER PROTESTS 

Disgusted with Japan’s repeated violations of long- 
established treaty rights, the United States government on 
October 6, 1938, despatched a firm note of protest to the 
Tokyo Foreign Office. Similar protests were later made by 
France and Great Britain. In its communication to Japan, 
the American govermnent demanded (i) the discontinuance 
of discriminatory exchange control and of other measures 
imposed in areas in China under Japanese control which 
operate either directly or indirectly to discriminate against 
American trade and enterprises ; (2) the discontinuance of 
any monopoly or of any preference which would deprive 
American nationals of the right of undertaking any legid- 
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mate trade or industry in China or any arrangement wliich 
might purport to estabHsh in favour of Japanese interests 
any general superiority of rights widi regard to commercial 
or economic development in any region of Cliina ; and 
(3) the discontinuance of interference by Japanese authorities 
in China with American property and other rights, including 
such forms of interference as censorsliip of American mail 
and telegrams and restrictions upon residence and travel 
by Americans and upon American trade and shipping.' 
To this protest, the Japanese government delivered a 
somewhat evasive reply in November, 1938, stating diat 
the principles of Open Door and equality of opportunity, 
based on pre-war conditions, were no longer suitable and 
expressing the hope that the United States would soon find it 
possible to co-operate with Japan in creating a new East Asia. 

No sooner had the Japanese reply become known than 
an avalanche of remonstrances came from all the foreign 
business organizations in China, particularly from those in 
Shanghai and Tientsin. Under the leadership of the British 
and the American chambers of commerce, eight national 
bodies in Shanghai joined in a united front and, perhaps 
for the first time in Far Eastern history, adopted a common 
programme of action. The joint manifesto issued by these 
national organizations in Shanghai requested their respective 
home governments to take immediate action to attain the 
following objectives : 

I. Retention of all rights under the Shanghai land 
regulations and prevention of encroachment and 


' For complete text of the American protest see Appendices. 
75 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

interference of the administration of the International 
Setdement of Shanghai and other foreign conce^ons 
in China. 

2. Restoration of Hongkew, Yangtzepoo and Western 
areas of Shanghai to the full authority and control 
of the Intemadonal Settlement. 

3. Restoration of transportation feciliries, including 
railway's, shipping, commerciai airways and motor 
highways with access to markets and mission centres 
in the Yangtze valley and other areas. 

4. Prevention and ahohdon of all monopolies created in 
contravendon of the Nine-Power Treaty and Open 
Door pohey. 

5. Restoradon of properties of respective nationals to the 
rightful owners. 

6. Discontinuance of censorship and other interference 
with mail, telegrams, cables, radios and other means 
of communication. 

7. Immediate return of equipment and resumption 
of dredging operations necessary for the mainten- 
ance of Shanghai as a port for use of intemational 
shipping. 

8. Recognition and maintenance of extraterritorial 
status of respective nationals and their interests. 

It is now several months since the United States, Great 
Britain and France have lodged their protests widi the 
Tokyo Foreign Ofl&ce ; but they have obtained httle satis- 
faction, if any, in regard to their legitimate demands. Hie 
question of economic retaliation against Japan, as many 
American and British residents in China have openly 
urged, cannot be postponed much longer ; for if the 
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Third Powers remain passive and permit Japan to usurp 
all legitimate foreign interests and privileges in the Far 
East, they may some day find it utterly impossible to recover 
by force what they can still save by pacific but decisive 
means. 
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chapter IV 

CHINA’S ECONOMIC DEFENCE 


Mr. Frank Hedges, of the Washington Post, after making 
an extensive visit to China prior to the outbreak of hostilities, 
wrote ; “ A weary and somewhat discouraged world is 
today looking at China as one of the few bright and opti- 
mistic spots as a result of the great strides at unification and 
reconstruction made during the past several years To 
see the economic developments in war-time China in their 
proper perspective, it may be well, at the outset, to review 
China’s economic prospects before the Japanese resumed 
their invasion in 193 7. 

Prior to the war, a new China was already emerging. 
The country was rapidly becoming unified, and after 
more than a decade of civil strife the Central government 
in Nanking was enjoying greater influence and prestige 
than ever before. Government finance was being steadily 
centralized, and efforts to balance the national budget were 
becoming fruitful. Currency reforms had been carried 
out, while the nationalization of silver inaugurated in 
November, 1935, had given the country a degree of exchange 
stability never before wimessed in Chinese history. At least 
112,000 km. of highways had been completed, while the 
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total length of railways had increased from a few thousand 
kilometres in 1927 to nearly 12,000 in 1937. Railway 
construction was being pushed at an unprecedented pace, 
the Ministry of Railways having a five-year plan for 
building 8500 km. of new lines. For the financing of this 
construction programme, large loans had already been 
promised by various firms ui Europe and America. Two 
of the most important Unes, the Canton-Hankow railway 
and the Hangchow-Nanchang railway, had actually been 
finished ahead of schedule. Noteworthy progress had also 
been made in education. The number of children attending 
schools had increased from 8,000,000 in 1927 to 12,000,000 
in 1937, while ambitious plans were being made to build 
sufficient schools to accommodate China’s 60,000,000 
children of school age widiin ten years. More than 100 
colleges and universities had been estabhshed, many of 
which were as well staffed and equipped as any in Eng- 
land or America, so that there was no great need to 
send large numbers of students abroad except for highly 
technical courses. Special emphasis was being laid on rural 
reconstruction. The number of rural co-operatives had 
increased from a few hundred in 1923 to more than 26,000 
in 1937, while a national network of farmers’ banks had 
been inaugurated to alleviate financial stringency in the 
rural districts. With good crops in the majority of the 
provinces in 1936, China was quickly developing a volume 
of foreign trade in the following year that would have 
exceeded the record made in 1931, were it not for the 
Japanese attack on North China in July. In short, China 
was beginning to offer a &irly profitable market for 
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Western industries and was thereby helping Europe and 
America to solve their economic problems. Most of the 
American firms in China were doing a thriving business 
during the first half of 1937; the United States, having 
jumped from the third to the first place in China’s foreign 
trade since 1931, had good prospects of retaining that 
premier position if peaceful conditions were allowed 
to continue. 

china’s new economic base 

But the Japanese invasion has obhterated this hopeful 
panorama, at least for the immediate future. Instead of 
peace and prosperity, there is today such indescribable 
agony and devastation in the war-tom districts in China as 
only her courageous people know how to endure. Two 
years of war spreadiig over one-third of China have 
brought about terrific losses to her people. But if one- 
third of China has suffered destruction, the other two- 
thirds have found new life. Positive measures for strengthen- 
ing China’s economic front have not been neglected. On 
the contrary, those who have travelled in the interior 
provinces invariably report that the morale of the people 
is superb and that, undaunted by military reverses, die 
Chinese government and people alike are exerting their 
utmost in replenishing their losses with new energy and 
resources. The war has aroused amongst the Chinese an 
unparalleled interest in the development of the hinterland 
which, it is hoped, wiU provide a new and adequate base 
for conducting a protracted war against the invader. It 
is said that time and space are China’s greatest allies in the 
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present fighting. Verily in the vast south-western provinces 
the Chinese have found new hope for national regenera- 
tion. With an area twice the size of Japan and a population 
larger than that of the United States, the south-western 
provinces (Szechwan, Sikong, Yunnan, Kweichow, Hunan 
and Kwangsi) contain almost unhmitcd man-power and 
inestimably rich natural wealth, in addition to vast fertile 
lands wliich can produce sufficient foodstuffs to make 
China independent of foreign sources of supply. 

The importance of this south-western area may be easily 
realised when it is remembered that in the six provinces of 
Szechwan, Kwangtung, Kwangsi, Yunnan, Kweichow and 
Hunan alone there is a total reserve of 15,535,000,000 tons 
of coal of all descriptions. The Ministry of Economics is 
now developing new mines in these provinces, and, widi 
increased capital and improved methods, it is hoped that 
the coal output lost as a result of the Japanese occupation 
of the coastal provinces will be soon recouped. In Hunan, 
Kwangtung and Kwangsi may be found some 90 per cent 
of China’s total reserve of manganese. In Yunnan, Szech- 
wan and Kweichow is found China’s sole copper pro- 
ducing region, turning out 480 tons a year. Lead and zinc 
are being mined in Hunan, Yunnan and Szechwan, which 
altogether produce about 6600 tons of lead and 13,000 tons 
of zinc a year. China’s total reserve of tungsten is estimated 
at about 950,000 tons, of which Kwangtung and Hunan 
contribute 300,000 tons. In the production of tin, Yunnan 
ranks first, followed by Kwangsi, Hunan and Kwangtung, 
these three provinces being able to put out about 7400 tons 
a year. China also holds a leading position in the production 
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of antimony. Of the world’s output of 20,000 tons, 
China alone is accredited with 12,000 tons (or 60 per cent 
of the world total), and about 90 per cent of this output 
comes from Hunan. Gold and silver, as well as many 
precious stones, are found in equally rich quantities in 
China’s south-west. With such an enviable supply of 
minerals the Chinese government may well take a confident 
attitude in its poUcy of carrying out a decentralizing and 
westward movement of industries. And such a develop- 
ment win have a great significance not only in domestic 
economy but also in China’s foreign trade, just as the con- 
centration and development of heavy industries in Central 
Asia and the Siberian hinterland by the Soviet govern- 
ment has brought about the significant economic reper- 
cussions in the Far East. 

DEVELOPMENT OF NEW LIFE LINES 

To develop this new economic base, inter-provincial 
highways are being built day and night to link the main 
south-western cities. Up to the summer of 1938, the 
Ministry of Communications had completed no less than 
3224 km. of new roads in south-west and north-west 
China, besides repairing and modernizing many old caravan 
routes. Of these, the most important is the 850-km. 
highway from Kunming, capital of Yunnan province, to 
the border of British Burma. Built entirely by manual 
labour (as many as 200,000 workers were employed during 
the peak of this project) and running through mountainous 
terrain, the completion of this highway in six months’ 
time may indeed be regarded as a “ monument to the 
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resourcefulness and determination of the Chinese people 
Another important road which is being improved is die 
4400-km. highway between Sian, capital of Shensi province, 
and Tahcheng in the western part of Sinkiang or Chinese 
Turkestan. From Tahcheng, the highway (known as the 
old silk route) extends into Soviet Russia and is connected 
with the Turk- Sib railway. These two international 
highways, in varying degrees of serviceability, now form 
the main arteries of transportation between free China and 
the outside world, and through these chamiels large quan- 
tities of war materials are being brought in to support 
China’s war for independence. 

Besides the importation of large fleets of motor trucks 
for use on tiiese highways, the Ministry of Communications 
is organizing a large cavalcade of Chinese carts, drawn by 
animals and equipped with old rubber tyres, for short- 
distance transportation, to supplement the modern vehicles 
and to save gasoline. 

But many of these motor roads are not built for heavy 
and speedy traffic — a factor of great importance in war- 
time — and in order to provide a better system of communi- 
cation, the National Government of China, in co-operation 
with various provincial authorities, is rushing a compre- 
hensive programme of new railways, including the Yimnan- 
Burma line (on which construction work began in 
November, 1938), the Hengchow-Nanning line, the 
Nanning-Chennankwan line, the Yunnan-Kweiyang line, 
the Chungking-Kweiyang line, the Paochi-Chengtu line, 
the Chengtu-Chungking line, the Chuchow-Kweiyang 
line, the Szechwan-Sikong line and the Liuchow-Kweiyang 
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line. Altogether between 6000 and 7000 kilometres of 
railways are being surveyed or in the process of con- 
struction. The Hengchow-Kweilin section of 354 km., 
which will be extended to Nanning and eventually to the 
Kwangso-Annam border at Chennankwan, was completed 
in 294 days and was opened for trafiSc late in September, 
1938. Thus Kweilin, the capital of Kwangsi province, is 
now connected by rail with Kinghua in Chekiang, a total 
distance of some 1150 km. The development of these lines 
of communication, coupled with the influx of large num- 
bers of educated and progressive people from the seaboard, 
has stimulated many economic and social changes in the 
hinterland and in tlius turning China’s backyard into a 
great economic base. These new Hfe lines will not only 
give China fresh energy in her struggle for emancipation 
but also provide a nucleus for rehabilitation after the war. 

MACHINERY FOR WAR-TIME ECONOMY 

Besides the development of communication facilities, 
in conjunction with this construction programme in the 
south-west the Chinese government has been promoting 
a series of industrial, commercial and agricultural improve- 
ments with a view to obtaining new ways and means for 
carrying on the war. For this purpose, several “ war-time 
economy ” organs have been established and are functioning 
with varying degrees of success. In addition to the National 
Resources Commission, the most important organs which 
have direct and specific responsibilities in improving and 
developing war-time economy are the Industrial and 
Mining Readjustments Commission and the Agricultural 
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Readjustments Commission formed under the auspices of 
the Ministry of Economics, and the Trade Readjustments 
Commission organized by the Ministry of Finance in 
February, 1937. To finance the work of these three 
Commissions, the Ministry of Finance has already appro- 
priated $60,000,000 — of which $10,000,000 has been 
apportioned for industry and mining, $20,000,000 for 
trade and $30,000,000 for agriculture. 

The functions of the Industrial and Mining Readjust- 
ments Commission are (i) to co-operate with the National 
Resources Commission in initiating and organizing govern- 
ment as well as private enterprises to exploit the natural 
resources ; (2) to introduce new technique in industrial 
and mining activities ; (3) to exercise control and super- 
vision over certain industries whose operations might 
prove detrimental to the war of resistance ; and (4) to help 
in evacuating into safe areas industries and factories hitherto 
working in war-affected districts. 

The principal functions of the Trade Readjustments 
Commission are (i) to promote the marketing abroad of 
native goods such as tea, raw silk, wood oil, bristles, leather 
and hides, and cotton ; (2) to provide and co-ordinate 
transport facdities for such goods so that their continued 
and large-scale exportation will not be inconvenienced or 
handicapped by the war ; (3) to control and restrict those 
foreign trade activities which might injure China’s war- 
time economy ; (4) to limit the importation of luxuries, to 
formulate and impose prohibitive duties thereon ; and (5) to 
promote, through granting financial and other forms of aid, 
the exportation of certain surplus commodities from China. 
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The Agricultural Readjustments Commission, with the 
technical assistance of the Central Agricultural Experi- 
mental Station, has done remarkable work in introducing 
agricultural improvements in the interior provinces, in 
promoting the cultivation of such staple products as cotton 
and tea, and extending credits to the peasants for financing 
new projects. With the guidance of this Commission, 
the productivity of the hinterland is being multipUed with 
the hope of developing a higher degree of self-sufficiency 
in foodstuffs and of obtaining a larger output of native 
products for foreign commodities or currencies to strengthen 
China’s war-time financial structure. 

AGBICULTURAL AND TRADE IMPROVEMENT.S 

Chief among these agricultural and trade improvements 
(the successful execution of which will have a vitalizing 
effect on China’s foreign trade and international payments) 
are the introduction of better wheat and cotton seeds and 
improved silkworms into the south-western provinces, 
and the advancement of the wood oil and the tea trades. 
The production of wood oil in China is estimated to be 
more than 1,250,000 quintals a year, and, having almost 
no competition abroad, this product takes a leading position 
in China’s export trade. Of the total output, between 60 
and 70 per cent is sold to the United States. In 193 7, for 
instance, the total value of wood oil shipped abroad 
amounted to $89,840,000, of which the United States 
bought $63,000,000 worth. With the help of the Trade 
Readjustments .Commission and untUizing Hongkong as 
the chief outlet, Cliina’s wood oil exports further increased 
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in 1938. The value of wood oil exported during that year 
through Hongkong alone amounted to $71,535,969, most 
of which was sent to America. 

Another important product in China’s export trade is 
tea. It is well known that during the last few years Japan 
has been trying hard to oust China from die world’s tea 
market. According to the International Tea Committee 
in London, Japanese and Formosan tea exports to London 
alone showed an excess of 6,000,000 lb. in 193 7 over the 
total for the previous year. Rumours were being spread 
that, owing to war conditions, China could no longer be 
expected to produce and sell tea in large commercial 
quantities. To combat this trade war and to promote the 
exportation of tea on a national scale, a China National 
Tea Corporation, affdiated with the Trade Readjustments 
Commission, has been formed. Agents of this company 
have been buying up tea from Chekiang, Anhwei and 
Kiangsi for “ centralized and controlled ” exportation, 
and in 1938 China exported a total of 91,767,000 lb. of 
tea, compared with 89,634,000 lb. in 1937 or with 

82.198.000 lb. in 1936, i.e. an increase of 2,133,000 lb. or 

9.569.000 lb. respectively. Considering die unfavourable 
war conditions, these increases, though small, are quite 
significant, particularly when Japanese tea exports during 
die year 1938 show a decrease of 18,773,000 lb. as compared 
with the figure for the previous year. The importance 
of tea as a source of revenue to China may be easily reaUzed 
when it is remembered that, in 1938, the total value of tea 
exported was more than $33,000,000 — an increase of more 
than $6,000,000 over the total value for 1937. 
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The following table, summarized and translated from 
Ta Kung Pao, Hongkong (April 8, 1939), shows the 
increases of China’s tea exports during the last three years : 

TABLE II 


Showing China’s Tea Exports, 1936-1938 


Kinds of Tea 

1936 

1937 

1938 

Red tea 

Green tea 

Tea bricks 
Others 

Lb. 

21.171.000 
34 * 377.000 

20.035.000 
6.615,000 

Lb. 

25.498.000 

33.951.000 

19.170.000 

11.015.000 

Lb. 

24.009.000 

50.959.000 
4,135.000 

12.664.000 

Total 

82,198,000 

89,634,000 

91,767,000 


An increasing output of cotton is also expected in the 
south-western provinces of Szechwan, Yunnan, Kweichow 
and Kwangsi, where efforts are being redoubled to promote 
and increase cotton plantation. Thousands of piculs of 
cotton seeds have been shipped into the south-west from 
Honan and Shensi — famous cotton-producing regions of 
China — and, according to a survey made in November, 193 8, 
there were already 540,000 moii^ of cotton fields in Szechwan, 

81.000 mow in Yumian, 43,000 mow in Kweichow and 

12.000 mow in Kiangsi — a total of 676,000 mow.^ 

Raw silk has always been a big item in China’s export 
trade, the annual value of this export amounting to tens of 
millions of dollars. Hitherto Chekiang and Kiangsu have 
been the chief silk-producing centres in China, with Szechan, 
Shantung andKwangtung following in order of importance. 
But even before the war broke out, the Chinese authorities 

‘ A mow is about one-sixth of an acre. 
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had started to introduce improved silkworm eggs into West 
China, where new silk-producing areas are gradually 
developing to fill the position once held by Chekiang 
and Kiangsu. 

It wUl be seen, therefore, that in sharp contrast with the 
havoc wrought in all the Japanese occupied areas, the 
interior regions which are still under Chinese rule have been 
going through a great, economic transformation, and, so 
far as war circumstances permit and through government 
planning and control, have been maintaining an iminter- 
tupted flow of imports and exports with a view to avoiding 
unfavourable effects on domestic and war-time economy. 
When it is recalled that in the matter of foreign trade alone 
Cliina has been able to come out, in net results, on the credit 
side throughout the first eighteen months of the war 
(despite the loss of many industrial centres and trade rohtes), 
the progress she has thus far achieved from her indus- 
trial, commercial and agricultural adjustments is rather en- 
couraging.' 

FOREIGN EXCHANGE CONTROL 

Simultaneously with the enforcement of state control of 
the leading import and export activities, the Chinese 
government has been carrying out a pohey of foreign 
exchange control. It may be recalled in this connection 
that for months before the Japanese laimched their mflitary 

I Chinese Customs statistics show that free China had a favourable 
trade balance during 1938, averaging about '^340,000 a month, while 
Japanese-controlled districts had an unfavourable trade balance of about 
^405,000 a month, which increased further after the fall of Wuhan and 
Canton. 
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drive, they had tried, and pardaliy succeeded, to smuggle 
out silver coins and bars from North and Cemral China 
with a vicvr to undermining the Chinese currency system. 
With the nationalizwon of silver in November, 1935, 
the Chinese government successfiiUy circumvented the 
Japanese currency onslaught and for nearly uvo years fclr 
no great need for state resnicrion of foreign exchange 
business. 

It is also learned that, prior to the outbreak ofhosriliries, 
the Chinese Ministry of finance had secretly set up a special 
committee to study and formulate plans to cope with 
w'ar-time conditions and requirements. Subsequent events 
have disclosed that these plans ss'ere svorked out with great 
care and have proved efiective in many respects, though 
they arc not being enforced in their entirely. Even before 
the commencement of hostilities, the Chinese had adopted 
a number of measures to boost the export of raw’ materials 
and semi-manufactured goods so as to procure and stock 
up foreign exchange for the inevitable struggle against 
Japan. Due to these far-sighted measures, China’s foreign 
trade and foreign exchange reserve have shown remarkable 
expansion in recent years. It may be recalled that China 
had hardly enjoyed any favourable trade balance since 
1875, but beginning from 1933 these unfavourable trade 
balances have been steadily reduced and in certain months 
of the year China has even enjoyed fevourable trade 
balances. Since die summer of 1937, and despite war 
condidons, China has managed to sell far more than she has 
bought. In the second half of 1937, for example, China’s 
fr vourable trade balance amounted to more than §40,000,000. 
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This propitious phenomenon continued during the first 
five months of 1938, when the favourable trade balances 
totalled about $75,000,000. Not until the middle of 1938, 
particularly not until the fall of Wuhan and Canton, did 
China again suffer from unfiivourable balance of trade, at 
least according to Chinese Customs returns.' 

However, the adoption of a strict poHcy of foreign 
exchange control became quite imperative in March, 1938, 
when the Japanese inaugurated a bogus “ Federal Reserve 
Bank ” whose uncovered note issues and insidious opera- 
tions were designed to cripple the Chinese legal tender 
system and thereby endanger China’s financial and credit 
standing. In order to prevent the Japanese and their 
puppets from getting foreign currencies through the sale 
of Chinese national notes forcibly collected in the occupied 
areas, the Chinese Ministry of Finance, on March 14, 
1938, promulgated a set of regulations regarding foreign 
exchange control. It was expected that these regulations, 
when fully carried out, would also reduce the flight of 
capital to foreign countries and help balance China’s 
international payments by restricting the foreign exchange 
demands of import firms in China. 

Among the measures now being enforced by the Chinese 
government in order to protect its specie reserve and foreign 
exchange supply are : (i) government absorption of foreign 
exchange and centralized control of foreign exchange 

' Prior to the & 1 I of Wuhan, Chinese-controlled regions handled as 
much as 25 per cent of the total import trade and 40 per cent of the 
exports for the whole country. These percentages are again increasing 
during the first part of 1939. 
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allocations for trade and other Intimate demands ; 
(2) negotiation of credit loans with sympathetic foreign 
nations on the strength of Chinese cash reserves already 
deposited abroad ; {3) government transactions with 

foreign firms for the exchange of staple products or execu- 
tion of barter agreements ; (4) restricting the withdrawal of 
bank deposits ; and (5) limiting the outflow of Chinese 
national currency. 

It is true that this policy of exchange control has not been 
and cannot be enforced with complete success, owing to the 
peculiar financial situation created by the presence and 
influence of foreign banks in China. While during the 
earlier period of enforcement the Chinese government 
met widi unreserved and effective co-operation fi-om the 
foreign banks, particularly those in Shanghai, difficulties 
developed later on and have rendered continued coUabora- 
tion in this policy of foreign exchange control increasingly 
difficult. Due to the growing demand for foreign exchange, 
a “ black market ” for exchange transactions has arisen, 
and through this channel numerous demands, legitimate 
as well as illegitimate, have been met outside the Chinese 
machinery for foreign exchange control. However, with 
the inauguration in March this year of the ^10,000,000 
Chinese currency stabilization fimd (half of which is to be 
advanced by the Chartered Bank of India, Australia and 
China and the Hongkong and Shanghai Banking Corpora- 
tion and the other half by the Bank of Cliina and the Bank 
of Communications), Chinese currency will be further 
stabilized and the demand for foreign exchange for private 
hoarding and speculation will probably decrease with time. 
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HELP PROM OVERSEAS CHINESE 

In the remittances from overseas Chinese, the Chinese 
government has found a most heartening source of foreign 
exchange and financial support for its war-time require- 
ments. The steady flow of remittances from abroad year 
in and year out has been an important factor in helping 
China balance her international payments, and, since the 
outbreak of war, overseas Chinese, for patriotic and business 
reasons, have multipHed their remittances to the home-land, 
whereas Japan’s invisible exports (such as oceanic shipping, 
insurance business, tourist trade and interest from overseas 
investments) have been badly disrupted by her own aggres- 
sive tactics. Chinese bankers estimate that the total of 
overseas Chinese remittances amounts to nearly $300,000,000 
a year in peace-time, varying in accordance widi business 
conditions in regions where large Chinese communities 
exist. Since July, 193 7, millions of dollars have been sent 
back for reUef work and for purchasmg National Salvation 
Bonds. The total of overseas remittances in 1938 is esti- 
mated to have reached $600,000,000, which is a big increase 
over the total for a normal year, though the Itigh exchange 
rate today must be held responsible for a portion of that 
increase. It is obvious, then, that China has a very powerful 
ally in her chain of overseas communities, without whose 
support she might not have been able to keep up such an 
impregnable economic front. 

INDUSTRIAL MOBIUZATION 

Generalissimo Chiang Kai-shek once declared that the 
basis of success in prolonged resistance against Japan is not 
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to be found in the big cities but in the villages all over China. 
After die Japanese seizure of Shanghai and other industrial 
centres where the overwhelming number of Chinese 
ftetories were concentrated before they were destroyed, 
China was confronted with the acute problem of rebuilding 
her industrial defence lines. While for some time it was 
assumed that new industrial centres might be safely 
developed in such interior cities as Chungking and Kunming 
(whence, indeed, nearly 350 Chinese factories have been 
moved from East and Central China since the war), the 
continuous bombing raids of the Japanese air force have 
rendered it inexpedient to encourage further this policy 
of erecting industrial bases at those points. To remedy this 
situation and in line with the Generalissimo’s observation, 
the Chinese government in July, 1938, inaugurated an 
Industrial Co-operatives Movement. The purpose of this 
is to build new industrial bases in the scattered villages 
through the formation of producers’ co-operatives, which 
are to undertake industrial production to satisfy local needs 
as well as to form air industrial defence system more or 
less immune from Japan’s military attack and economic 
offensive. 

Sponsored by the Executive Yuan of the Chinese govern- 
ment, the Industrial Co-operatives Movement has been 
granted an initial capital of $5,000,000, out of which loans 
ranging from $500 to $3000 (or even $10,000 in special 
cases) are being extended to farmer-producers’ co-operatives 
to finance various small-scale industries. A large number 
of experienced co-operative workers and modern trained 
engineers, including several foreign experts, are being 
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employed to promote this Movement, which, it is hoped, 
will result in the establishment of 30,000 producers’ co-opera- 
tives within two years. Nearly 300 units, representing 
50 different industries and supporting about 30,000 refugees, 
have already been organized, while up to the end of March 
(1939) a total of $1,200,000 in loans has been granted to the 
various societies. To facditate the carrying out of this 
industrial mobihzadon programme, the Movement, with 
head office in Chungking, has set up four directing agencies 
— ^in Paochi, Shaoyaiig, Kanchow andWanhsien — around 
which branch units will be gradually organized. From these 
four regional centres — aU of which have been strategically 
selected — co-operative workers and engineers are sent to 
the surrounding districts to enlist the support of the local 
authorities, to survey the natural resources, to conduct 
educational work amongst the peasants, and to help them 
organize co-operative societies. 

It is hoped that the extension of the Industrial Co- 
operatives Movement will, to a considerable extent, help 
solve the enormous refugee problem now prevailing all 
over China. With the equipment and materials evacuated 
from the occupied areas or those newly purchased by 
government loans, the producers’ co-operatives in the 
various towns and villages can gradually absorb and train 
large numbers of war refugees to make a variety of daily 
necessities for local consumption (instead of leaving the 
rural population dependent upon goods from the Japanese- 
controlled cities), and eventually to sell the products on a 
co-operative marketing basis, thus enabling the refugees 
to become self-supporang. 
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On the basis of recent experience and the available raw 
materials in the interior provinces, no less than six categories 
of industrial work can be pursued by the producers’ co- 
operatives ; (i) textile manufacturing such as cotton 

spinning, weaving, ginning, silk reeling and weaving, 
tailoring, making of garments and uniforms ; (2) food 
production such as flour and rice mills, making of biscuits, 
fruit and vegetable canning ; (3) chemical work such as 
making of matches, candles, paper, drugs, soap, pottery and 
glassware, batteries, alcohol and medical supplies ; (4) metal 
trades such as metal founding, making of hand tools, small 
arms and munitions, farm implements, repair shops ; 
(5) educational supplies and equipment such as stationery, 
pens and pencils, printing of textbooks, maps ; and (6) mis- 
cellaneous industries such as making of bricks and tiles, 
straw-plaiting, leather-work and shoe-making. 

It may be seen, therefore, that the Industrial Co-opera- 
tives Movement intends to utilize what China stiU has 
(man-power, natural resources, limited but unused capital, 
and experienced and patriotic social workers), to develop a 
new type of industrial economy to replace the productive 
power already impaired by the Japanese invasion, and, 
through the adoption of what may be rightly called guerrilla 
tactics in economic warfare, to render further Japanese 
onslaught ineffectual. 

SUPPORT FROM THE WEST 

For a year and a half China has been fighting Japan 
single-handed, and not until the granting of export credits 
by the American Export-Import Bank and the Export 
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Credits Department of the British government in December, 
1938, did she receive any large-scale material support from 
the Western Powers. Indeed China would have found her 
task of resistance much easier had it not been for the lament- 
able fact that her opponent has for more than a year been 
able to count upon American and British sources for 
repl enishm ent of war supplies such as aeroplanes, iron, 
copper, od, automobiles and motor accessories. Consciously 
or unconsciously, the United States of America (more than 
any other Third Power) has served as Japan’s unlimited 
arsenal and, together with Great Britain, has been an indirect 
financial aid to the recognized aggressor. Had the United 
States government, which has openly declared its sympathy 
with China, refrained from helping replenish the Japanese 
war chest by instituting an embargo on Japanese goods, 
and had it proliibited its armament industries from dealing 
with Japan, the present aggression on the Asiatic continent 
would have met with serious difhculties long ago. If they 
had not been able to get 54-4 per cent of their war materials 
from the United States and 17 per cent from the British 
Empire, the Japanese war-lords would have been com- 
pelled at least to limit their mad adventures, and thus the 
suffering and destruction in China might have been greatly 
curtailed. 

china’s chances to win 

Happily, an increasing number of people in Europe 
and America are beginning to realize the mistakes they 
have made, and while they may not yet feel prepared to 
help China openly or directly, they have at least started to 

97 G 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

agitate against giving any further aid to Japan. Foreign 
observers hardly need to be reminded that, in the long run, 
economic rather than militar)* factors wtU decide the final 
outcome of the present upheaval in the Far East. The 
question between China and Japan (one that is becoming 
increasingly appreciated abroad) is not so much which 
side possesses the stronger army but which has die m^hder 
staying power. While it is true that Japan has not yet been 
crushed on the economic front, it is no exaggeration to say 
that, firom the standpoint of endurance and resources, the 
ultimate result of the conflict at the rime of this writing 
appears &r more favourable to China than it is to her enemy. 
As a German military adwser has well said ; 

“ Militarily, Japan can never \\in the war, as she has 
utterly failed and has no chance to annihilate the Chinese 
forces ; economically, she is losing the war because of 
her ruinous military expenditures and the disruption of 
her peace-time trade and industry ; and poUtically, she has 
already lost the war, having achieved litde success in her 
attempts to establish political suzeraints’ in die occupied 
areas 

On the other hand, China, the same foreign observer 
declated, has not been defeated but is growing in militar)' 
strength ; economically, she may yet win the war if she 
continues to develop her vast and rich hinterland ; and 
politically, she has already won the war inasmuch as she 
has become more united than ever before. 
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chapter V 


JAPAN’S LOSSES DURING THE 
“CHINA INCIDENT” 


During the last fifty years Japan has fought three major 
wars — ^first against China in 1894-5, then against Russia in 
1904-5, and lastly as one of the Allied Powers against 
Germany during the World War. From all of these Japan 
has reaped good profits, acquired new territories, obtained 
industrial and trade expansion and gained international 
prestige. War has thus appeared to her leaders and people 
as a beneficial instrument of national pohey, and httle 
wonder it is that war has been persistently developed and 
regarded in the land of the Mikado as a lucrative national 
occupation. Indeed, to the contemporary rulers of Japan, 
“ war is the father of creation and the mother of culture, 
for it stimulates the individual as well as the nation to 
creative efforts 

However, Japan’s present war on Cliina, intended to 
last only three to six months but still far from having 
been won after almost two years’ duration, is not likely to 
prove so rosy and profitable. On the contrary, it is imposing 
a colossal burden on the Japanese people just as it is 
> From a pamphlet issued by the Japanese Ministry of War in 1934. 
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becoming disillusioning to many of Japan’s far-sighted 
leaders. Hitherto the Japanese have fought only short 
and decisive wars, and have hardly tasted the full savour of 
a protracted campaign. In the present invasion of China 
their eyes are being opened and they are discovering that 
to conduct a large-scale war successfully economic resources 
and endurance are at least as vital as mihtary preparedness. 

japan’s economic limitations 

To ascertain Japan’s abdity to support a long war, it 
would he well to begin with an examination of the basis 
of her national economy. Japanese industries, especially 
the large-scale and heavy industries, are dependent upon 
foreign sources for their raw materials and foreign markets 
for consuming much of what they produce. The iron and 
steel industry in Japan, for example, imports about 90 per 
cent of the iron ore and nearly 50 per cent of the pig-iron 
used. According to the Mitsubishi Economic Research 
Bureau, the iron ore deposits in Japan total about 90,000,000 
tons, and the coal deposits are estimated at 20,000,000,000 
tons. These deposits can in no way be compared with the 
rich resources of the United States, Great Britain, Germany 
or France. The petroleum supply in Japan is even smaller, 
and cannot stand comparison with the big oil-fields in 
other parts of the world. This scarcity is not hmited to 
iron, coal and oil but also extends to most other minerals, 
which are foimd in Japan only in small and scattered deposits. 
Both the cotton and the woollen industries depend upon 
foreign sources for the overwhelming percentage of their 
raw materials, principally fiom the United States, Australia, 
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India and China. Raw materials and materials for further 
manufacture form approximately 70 per cent of the value of 
Japan’s imports in peace-time, with cotton occupying almost 
30 per cent of her total imports. As much as 75 per cent 
of the normal petroleum consumption in Japan must be 
bought from abroad, while almost all the nickel, antimony, 
phosphates, nitrates, pulp and rubber required in the country 
must come from foreign shores. 

Moreover, Japan must sell abroad practically all that 
she produces and manufactures in order to keep her wheels 
of industry moving. The domestic market is Hmited in 
value and extent. Between 70 and 80 per cent of the raw 
silk produced in Japan is exported to foreign countries, and 
it constitutes about 40 per cent of her total export trade. 
The same is true with Japanese textiles, although a fair 
portion of them are used by her own people.' Cotton 
textiles constitute 25 per cent of her total exports. In fact, 
on raw silk and textile products rests the burden of balancing 
her international payments, and so any restrictive measure, 
such as an embargo on the part of the democratic Powers, 
would bring about a serious effect upon Japan’s economic 
position. China and the United States are the leading 
markets for Japanese exports in normal times, for the two 
countries combined consmne from 60 to 70 per cent of 
Japan’s exports, and on their goodwill depends the develop- 
ment of Japanese export trade. 

Because of her dependence upon foreign raw materials, 

' In 1936 Japan’s imports of raw cotton were valued at Yen 
830,000,000, of which Yen 500,000,000 were re-exported as piece goods 
or other finished products. 
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Japan has always been faced with the problem of devising 
ways and means to balance her international accounts. 
According to Dr. J. E. Orchard, in only six of the thirty- 
three years between 1895 and 1930 has the balance of trade 
been favourable to Japan, and four of the six years were 
the extraordinary war years from 1915 to 1918 when 
Japan was given an unusual opportunity to supply markets 
normally held by European and American firms. But 
since 1919 imports have exceeded exports in every year, 
and by very large amounts. 

“ This unfavourable trade balance for Japan is part of a 
vicious circle of economic endeavour wherein the poverty 
of resources necessitates the import of raw materials ; 
the excess of imports stimulates industry to develop an 
export trade in order to balance the account ; and this 
development of industry for supplying export products 
increases the import demand still further.” ‘ 

As a partial remedy for her continual adverse trade 
balances, Japan has been trying her utmost to develop the 
invisible trade, such as oceanic shipping, insurance business, 
tourist trade and overseas investments. But the net income 
derived from these invisible exports has rarely been sufficient 
to offset her unfavourable balance in the visible trade. Thus 
it has been necessary for Japan to resort to the floating of 
foreign loans to meet her increasing deficits in international 
payments. According to Dr. Orchard, Japan has borrowed 
abroad Yen 2,500,000,000 since 1870, only Yen 1,000,000,000 
of which had been repaid by the end of 1929 — two years 
before she launched her costly Manchurian adventure. 

• J. E. Orchard, Japans Economic Position (published by McGraw- 
Hill Book Company, Inc., New York, 1930), p. 420. 
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Again, throughout the first eighteen months of the 
present war Japan has been greatly dependent upon imports 
for her war materials. According to the Chinese Council for 
Economic Research in Washington, D.C., Japan in 1936 
and 1937 secured about 95 per cent of her oil suppHes from 
the United States, Dutch East Indies and British Borneo ; 
at least 90 per cent of her iron and zinc ores from British 
Malaya, China, Philippine Islands, British India, Australia, 
the United States and Great Britain ; 90 per cent of her 
pig-iron from the United States, Manchuria and British 
India ; 96 per cent of her copper from the United States 
and Canada ; almost 70 per cent of her lead from Canada, 
British India, Australia and the United States ; 89 per cent 
of her tin from the Straits Settlements, China and Dutch 
East Indies ; 84 to 87 per cent of her zinc from Australia, 
Canada and the United States ; about 90 per cent of her 
aluminium from Canada, Norway, Great Britain, Switzer- 
land and the United States ; over 96 per cent of her auto- 
mobiles and automobile parts from the United States, 
Germany and Great Britain ; and 98 per cent of her engines 
and machinery from the United States, Germany and 
Great Britain.* From these data it will be seen that Japan 
has been carrying on her war on China largely with foreign 
materials and suppHes, particularly from the United States 
and the British Empire. While morally and legally these 
two Powers have condemned the Japanese invasion of China, 
they have, perhaps unwittingly, been made parmers in 
aggression to a very large measure. 

But with the intensification of foreign opinion against 

* From “Economic Notes ”, in Amerasia, New York, July, 1938. 
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Japanese imperialism and the consequent extension of the 
boycott movement, Japan can no longer look to the 
Western nations for unlimited supplies of the sinews of war. • 
To combat her poverty in essential materials, she has found 
it imperative to restrict civilian consumption of an increas- 
ingly long list of commodities, to limit the importation of 
raw materials so as to reduce her foreign exchange obhga- 
tions, and to encourage savings and thrift campaigns among 
her people. In a statement issued on November 3, 1938, 
the Japanese finance minister openly admitted the necessity 
of enforcing economic control for a long time. 

“ The Government,” declared former Finance Minister 
Ikeda, “ will maintain and strengthen their past policies 
for the promotion of production, development of natural 
resources, control of the distribution and consumption of 
commodities, control of commodity prices, encouragement 
of savings, increase of exports, encouragement of inventions 
and other undertakings. It is not yet time when the people 
can expect relief from the incidence on them. The nation 
will have to tolerate various sorts of economic inconveni- 
ences for a long period.” 

As a result of her policy of cutting down imports, 
Japan (including Saghalien, Korea, Formosa and the 
South Seas Mandated Islands) has succeeded in bringing 
about a favourable trade balance for 1938 — the first in 
twenty years — amounting to Yen 60,543,000 as compared 
with an unusually large adverse trade balance of Yen 
635,906,000 for 1937. However, this change has been 

' Chiefly due to the boycott movements in the West, Japan’s export 
trade in 1938 decreased by Yen 422,050,000, or about 13 per cent, as 
compated with the total for the previous year. 
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effected only by a very drastic and organized reduction of 
imports during 1938, which, according to the Oriental 
Economist of April, 1939, showed a decrease of Yen 

1.118.498.000, or about 28 per cent from the total imports 
for the previous year. The remarkable reduction of imports 
during 1938 can be attributed to the severe restrictions 
which the Japanese government has imposed on all non- 
miuiition materials for the purpose of improving its position 
in international payments. For example, imports of raw 
cotton decreased by Yen 413,000,000 to nearly half what 
they were in 1937 ; imports of wool were lower by Yen 

240.000. 000, or 68 per cent ; wood pulp by Yen 75,000,000, 
or 63-9 per cent ; lumber by Yen 37,000,000, or 56-5 per 
cent ; and crude rubber by Yen 48,000,000, or 48-3 per 
cent. 

And these imports comprised the very materials which 
Japan needed for her peace-time industries. Because of 
this enforced economy, Japan’s peace-time industries can 
now operate at only half, some even less, of the pre-war 
production rate (the textile industry, for instance, showed a 
30 per cent decrease in exports during 1938 as compared 
with 1937), and the market value of the leading industrial 
shares in Japan, as indicated in the Japan Year Book for 1939, 
dropped by nearly 30 points during the year between July, 
1937, and the middle of 1938. Owing to the shortage of 
raw materials, numerous small-scale and Hght industries 
(which held a very important place in Japan’s economic 
life before the war) have had to close down, throwing 
thousands of workers out of employment. It is true tliat 
the boom in the war and heavy industries has enabled them 
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to absorb a large portion of the unemployed, but stUl, 
due to the lack of training and other difSculties, tens of 
thousands of people are without work. In foreign circles 
the number of unemployed in Japan at the time of this 
writing is estimated to be between 800,000 and 1,000,000, 
although Japanese official sources report that at the end 
of 1938 only 341,745 people were facing unemployment, 
which probably included only those who had registered. 

Nor has the revenue from her invisible trade during the 
present hostilities bear of much help in maintaining Japan’s 
economic equilibrium. Both her shipping and tourist 
businesses have been badly disrupted by the war, while 
overseas investments (of which about 90 per cent are confined 
to China, including Manchuria) have brought Httle return, 
owing to unsettled conditions in the Orient. According to 
the London Financial News, Japan’s normal income from 
shipping amounts to approximately Yen 200,000,000 a year 
(net revenue from shipping in 1936 was Yen 193,862,000), 
but it is estimated to have shrunk to considerably less 
than one-half, if not to one-third, of that amount, as 
the war has compelled Japan to divert almost half of her 
oceanic freighters to emergency purposes. Again, there 
has been a decline in passenger income on all the Japanese 
shipping lines, due to their increasing unpopularity abroad 
and the tightening of customs and police control in Japanese 
ports. According to the reports of the Japan Tourist 
Bureau, foreign tourists have decreased by about 46 per 
cent since the outbreak of hostihties, and their foreign 
exchange has greatly dwindled as a credit item in Japan’s 
international settlements. When it is realised that in normal 
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times shipping forms the largest item in Japan’s invisible 
exports and that some 30,000 to 40,000 tourists visit the 
country every year, giving her a revenue running into 
Yen 100,000,000 as in every one of the three years between 
1935 and 1937, the losses in these two trades must have had 
a crippling effect on Japan’s financial standing. 

japan’s growing national budget 

To realise the alarming costs of Japan’s continental 
expansion it is only necessary to review her national budgets 
for the period from 193 1 to 1940. As indicated in the follow- 
ing table, summarized firom the Japan Economic Year Book, 
Japan has more than doubled her general budget in a period 
of nine years ! 


TABLE III 

Showing Japan’s General Budget Increases, 1931-1940 


Year 

Total Expenditures^ 

1931- 32 

1932- 33 

1933- 34 

1934 - 35 

1935- 36 

1936- 37 

1937- 38 

1938- 39 

1939- 40 

1.467.875.000 

1.950.141.000 

2.254.662.000 

2.164.004.000 

2.206.478.000 

2.282.176.000 

2.981.691.000 

3.514.521.000 

3.694.666.000 


The above figures, let it be remembered, do not include 
Japan’s increasing expenditures for rearmament and the 
“ China Incident ” expenses. For example, besides the 
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total expenditure of Yen 3,514,521,000 for the general 
account during the fiscal year 1938-39, the Japanese 
government had to appropriate a sum of Yen 4,850,000,000 
for the special account of extraordinary mihtary expenses 
covering the same period. In March, 1939, the Japanese 
Diet adopted a general budget amounting to Yen 
3,694,666,000 for the fiscal year 1939-40, and in addi- 
tion passed an extraordinary budget amounting to Yen 
4,605,000,000 for financing the “ China Incident ” up to 
the end of next January. Including several other supple- 
mentary budgets approved by the Diet at the same time, a 
grand total of Yen 9,574,355,000 will be required during the 
coming fiscal year — ^which is a new record in Japanese 
government finance. Mr. Ishiwata, the present finance 
minister, has openly announced that taxation has to be 
further increased with the object of raising an additional 
Yen 180,000,000 revenue in 1939-40, while, according to 
a Domei News Agency report of March 15 this year, 
deficit covering bonds to the value of Yen 5,925,000,000 
wiU have to be issued during the next twelve months. 

The tremendous cost of Japan’s mihtary operations in 
China may be better reaHzed when it is compared with 
what she spent during the Russo-Japanese War of 1904-5. 
The Russo-Japanese War, which lasted for sixteen months, 
cost Japan about Yen 1,720,000,000. Although two- 
thirds of this sum were derived from loans negotiated in 
England and America, Japan found herself badly exhausted 
before the Treaty of Portsmouth was signed. It is generally 
estimated that, up to the end of 1938, the “ China Incident ” 
has cost Japan no less than Yen 7,390,000,000 (Yen 
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2,540,000,000 for 1937 and Yen 4,850,000,000 for 1938), 
which is to be augmented by another appropriation of 
Yen 4,605,000,000 during the coming fiscal year. In other 
words, the aggregate cost of the “ C hin a Incident ” to 
Japan will reach Yen 11,995,000,000 by January, 1940, 
that is, six to seven times the Japanese share of the Russo- 
Japanese War costs. 

INCREASE IN MILITARY AND NAVAL EXPENDITURES 

Financially, Japan’s attack on China did not start in the 
summer of 193 7 but several years before ; for since the 
Mukden Incident of 193 1, Japan has been paying for her 
conquest of Manchuria (amomiting to Yen 1,555,000,000 
up to the end of 1938, as reported by Finance Minister 
Ishiwata on March 3 of this year), and has been increasing 
her national defence expenditures. The annual expenditures 
absorbed by the Japanese fighting services have increased 
from 31 per cent of the national budget for 1931-32 to 
65 per cent for 1937-38, and are continuing to grow like a 
snowball. Since the “ Mukden Incident ” of 193 1 and up to 
the fiscal year 1937-38, a total of Yen, 8,613,000,000 has been 
spent on the Japanese army and navy.* (See Table overleaf.) 

While, during the Russo-Japanese War, England and the 
United States were sympathetic with the then Rising Sun, 
they are today not at all inclined to aid Japan to complete 
her conquest of China. Japan has now to rely almost 
exclusively on domestic sources to finance her operations 
on the Asiatic continent. Foreign financial experts estimate 

’ From Chim and Japan (published by the Royal Insdtate of Inter- 
national Afiairs, London, 1938), p. 108. 
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TABLE IV 

Showing Increase of Japan’s Miutary and Naval 
Expenditures, 1931-1938 


year 

Army and Navy 
£jcpenditures, 

Yen 

Total 

Expenditures, 

Yen 

1931- 33 

1932- 33 

1933- 34 

1934- 35 ■ 

1935- 36 

1936- 37 

1937- 38 

454.000. 000 

686.000. 000 

851.000. 000 

942.000. 000 

1.022.000. 000 

1.078.000. 000 

3.580.000. 000 

1.476.000. 000 

1.950.000. 000 

2.254.000. 000 

2.163.000. 000 

2.206.000. 000 

2.282.000. 000 

5.473.000. 000 

Total . 

8,613,000,000 

17,804,000,000 


that Japan can possibly raise war loans to about Yen 
5,000,000,000, although Mr. Kaya, one-time Japanese 
finance minister, claims that it would not be difficult for 
Japan to raise Yen 10,000,000,000 to Yen 20,000,000,000 
for her present war in China, while Mr. Yataka Noda, 
director of the Noda Economic Research Bureau, even 
more optimistically asserts that 

“ in any future war, if it is carried out on the scale not 
exceeding that of the World War, Japan can spend annually 
Yen 13,200,000,000 judging from her national wealth. 
Yen 12,000,000,000 from her national annual earnings, and 
Yen 11,500,000,000 from her annual savings continuously 
for four years 

But how successful has the Japanese government been 
in raising war loans ? Of the Yen 7,390,000,000 appro- 
priated for financing the “ China Incident ” during the 
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fiscal years 1937-38 and 1938-39, only about Yen 

400.000. 000 was obtained from tax increases, while about 
Yen 7,000,000,000 had to be secured through the issuance 
of war bonds, not aU of which have yet been subscribed.' 
During the coming fiscal year, it is estimated that another 
sum of approximately Yen 6,000,000,000 will have to be 
raised through the issuance of government bonds. 

The Japanese capacity for “ digesting ” war bonds must 
be approaching the “ saturation ” point, for as early as 
September, 1937, the customary method of selling bonds 
by public subscription had to be dropped, and bonds 
issued since that time have been turned over en bloc to tlie 
Bank of Japan for disposal in the best way it can, chiefly 
through compulsory allotments among the various financial 
institutions in the country. But still, a good portion of 
the bonds taken over by the Bank of Japan — the most 
powerful financial organization in the island kingdom — 
could not be sold. Government bonds held by the Bank 
of Japan on December 24, 1938, were reported to have 
reached a total of Yen i,S)oo,274,ooo, according to the 
Osaka Mainichi Shinbum of March 3, 1939, and this total 
means an increase of 68-7 per cent over the total for the 
previous year. According to tlie Oriental Economist early 
this year, since August, 1937, new bond issues to finance 
the “ China Incident ” have totalled no less than Yen 

5.630.000. 000. These funds have been found almost 
entirely by the large financial institutions, whose bond 

' The Dome! News Agency on January 14, 1939, announced that 
during 1938 the Japanese government issued Yen 4,330,000,000 of bonds, 
of which 3,651,000,000, or 84-3 per cent, has been absorbed. 
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holdings have increased over this period by the following 
amounts : 


TABLE V 


Increase of Bond Holdings 

Yen 

Bank of Japan . 
Commercial banks 

Special banks 

Savings banks . 

Clearing banks . 

Trust companies 

Deposit bureau . 

735.000. 000 

1.166.000. 000 

329.000. 000 

238.000. 000 

1.678.000. 000 
10,000,000 

852.000. 000 

Total 

5,008,000,000 


It will be seen from the above figures that the Japanese 
people have been asked to shoulder burdens far greater than 
they can actually bear. 

INCREASE IN NATIONAL DEBTS 

Even in peace-time Japan has to spend a good portion 
of her annual income to meet her national debt obhgations. 
In 193 1-32 the cost of her national loan services amounted 
to nearly Yen 214,000,000 ; by 1937-38 it had grown to a 
total of Yen 411,000,000 ; and at the beginning of 1939 
it had increased to Yen 582,000,000 — ^her national debts 
having increased to more than Yen 16,222,000,000 (domestic 
as well as foreign loans), which is an increase of some 
Yen 5,670,000,000 over the total in June, 1937.* Because 
of this precarious financial situation, the value of Japanese 

' Sze Chi-tong, “ An Analysis of Japan’s War-time Economy ”, in 
the Financial Review (Chinese), Hongkong, April, 1939. 
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bonds on the London market fell by nearly 40 per cent 
during the nineteen-month period between June, 1937, 
and December, 1938.' According to certain Japanese 
financiers. Yen 10,000,000,000 of debts would be the highest 
safe hmit for the country to bear, but as shown in the 
following table, summarized from the Japan Economic 
Year Book, this Hmit has already been exceeded, while 
the per capita debt burden has increased from less than Yen 
100 in 1931 to more than Yen 200 in 1938 ; 

TABLE VI 

Showing Inckbasb of Japan’s Nationat Debts 


Year 

Amount^ Yen 

1931- 32 

1932- 33 

1933- 34 

1934- 35 

1 935 - 3<5 

1936- 37 

1937- 38 

1938- 39 

6.002.000. 000 

6.548.000. 000 

7.821.000. 000 

8.650.000. 000 

9.580.000. 000 

10.395.000. 000 

11.892.000. 000 

16.222.000. 000 


DEPLETION OF SPECIE RESERVE 

Students of pubHc finance agree that Japan has Httle gold 
to meet her increasing international obHgations, and is 
therefore in no position to finance a long war. Inouye, 
a prominent Japanese financier, once declared that Japan 
requires no less than Yen 300,000,000 a year to rehabiHtate 

I Sze Chi-tong, “ An Analysis of Japan’s War-time Economy ”, in 
the Financial Review (Chinese), Hongkong, April, 1939. 
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her credit standing in the counting-house of the world. 
This requirement must have grown by leaps and bounds 
during the present hostOities. Japan’s gold reserve was 
greatly reduced as early as 1937, when heavy shipments 
were sent abroad to cover an unusually adverse trade 
balance and to maintain the stabiUty of her currency 
(ex-Finance Minister Ikeda reported Yen 860,000,000 
worth of gold had been shipped abroad during 1937). 
In August, 1937, the old gold reserve in the Bank of Japan 
was valued at Yen 488,000,000.* In the following month, 
the Japanese government adopted a face-saving measure, 
ordered a revaluation, and by a mere book-keeping feat, 
turned this gold reserve into approximately Yen 
1,262,002,000, of which Yen 801,002,000 were left in the 
Bank of Japan, while the remainder. Yen 461,000,000, was 
deposited in the Ministry of Finance as a “ special fund 
In July, 1938, the Japanese government decided to release 
Yen 300,000,000 of the specie reserve in the Bank of Japan 
for estabUshing a foreign exchange fund. Tliis specie is 
to be converted gradually into foreign currencies, and will 
be worked in a revolving manner to facihtate the importa- 
tions of materials needed for the manufacture of goods for 
export. The gold of this exchange fund will be shipped 
abroad and converted into dollars and pounds, and will be 
deposited in the New York branch of the Yokohama 
Specie Bank. The Bank of Japan will inspect appUcations 
for foreign exchange and, when conditions warrant, will 

• Gunther Stein, “ How Strong is Japan ? ” in the Austral-Asiatic 
BuUetin, Mdhoume, December-January issue, 1938-39. 

2 Ibid. 
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order the Yokohama Specie Bank to lend funds to the 
applicants against securities. Funds so advanced must be 
refunded in foreign currencies within four months. It is 
thought that if these funds arc used in a rotating manner 
once every four months, a maximum of Yen 1,200,000,000 
of raw materials can be imported into Japan every year. 

From the foregoing it will be seen that the gold and 
bullion reserve of the Bank of Japan now amoimts to only 
Yen 501,000,000, or to be exact. Yen 501,287,020, as stated 
in its balance-sheet of December 31, 1938. 

In view of this heavy drain, Japan has been trying to 
improve and expand gold production in order to strengthen 
her specie reserve. In 1936 her gold production was valued 
at Yen 165,000,000, of which Yen 85,000,000 came from 
Japan proper, Yen 65,000,000 from Korea and Yen 
15,000,000 from Manchuria. Japan’s new policy of increas- 
ing gold production is expected to result in an annual output 
of Yen 200,000,000 in 1937, Yen 300,000,000 in 1938 and 
Yen 500,000,000 in 1939. It is difficult to say to what 
extent these high expectations are being fulfilled. 

On the otlier hand, unmistakable signs of currency 
inflation have already appeared in Japan. The notes issued 
by the Bank of Japan (which has the exclusive right of 
issuing bank-notes for the whole of Japan 'except Taiwan 
and Chosen, where the Bank of Taiwan and the Bank of 
Chosen respectively have similar privileges), rarely above 
Yen 1,400,000,000 in pre-war days, have been increasing 
by leaps and bounds. In April, 1937, the notes issued by 
the Bank of Japan amounted to Yen 1,444,371,000, and 
beginning from October that year, they were never below 
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the Yen i,9CX),ooo,ooo mark. By tkc spring of 1938 they 
had increased to Yen 1,986,291,000, and in November of 
the same year they exceeded the legal limit by more than 
Yen 58,000,000. The total of notes issued by the Bank of 
Japan at that time was Yen 2,259,000,000, as against the 
legal limit of Yen 2,201,000,000.' On January 5 this year, 
this note issue, according to the Tokyo Chugai Shogyo 
Shimpo, “ has even exceeded the record of the 1927 panic 
days — more than Yen 2,600,000,000 ”. 

Moreover, the note issues of the Bank of Chosen and the 
Bank of Taiwan have almost doubled as compared with the 
figures for June, 1937. According to the Oriental Economist, 
the total of notes issued by the Bank of Japan, the Bank of 
Chosen and the Bank of Taiwan increased from Yen 
1,799,000,000 in 1931 to Yen 3,477,000,000 in December, 
1938^ — an increase of 100 per cent in a period of seven 
years. Backed by about 49 per cent of gold in the summer 
of 193 7, the Japanese currency, it is estimated, had a coverage 
of only 17 per cent at the end of 1938 as compared with 
the 50-65 per cent reserve of Chinese currency.* To allay 
popular anxiety, the Japanese government is now consider- 
ing the advisabihty of raising further the legal limits of 
the note issues of these three banks. 

Notwithstanding the inauguration of foreign exchange 
control in Japan, beginning from January, 1937, the need 
for foreign currencies has remained desperate — so much so 

‘ Y. C. Koo, “ The Japanese Economic Structure ”, in Far Eastern 
Mirror, Hongkong, August 10, 1938. 

2 As a matter of fact, Japan has been on a non-redemption basis since 
December 17, 1931. 
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that, in November, 1938, the government instituted a 
census of gold hoardings in the country, when thousands 
of civilians were called to the official inquiry. Gold coins 
of all nationalities and periods are being collected and 
placed in the government treasury. And amidst this feverish 
search for gold and foreign exchange, the Japanese govern- 
ment has recently issued a decree proliibiting the export 
of certain outstanding commodities into China (such as 
cotton piece-good and cotton yams), and simultaneously 
promoting their sales in regions which use foreign currencies, 
such as Hongkong, Macao, Siam and the South Seas areas. 
It is indeed ironical that Manchuria and other occupied 
regions of China which had been expected to serve as 
rich outlets for surplus Japanese goods, are now found un- 
profitable, inasmuch as litdc currency of foreign exchange 
value can be lawfully secured therefrom. 

At present the Japanese are doing all tliey can to maintain 
the Yen at the official exchange rate of is. 2d., but it can 
be purchased in Hongkong and Shanghai at no more than 
8jd.‘ The continuous issuance of “ China Incident ” 
bonds and bank-notes as well as the heavy purchases of 
foreign war materials, with the consequent outflow of gold 
to cover such transactions, are making the maintenance 
of the official rate of exchange increasingly difficult, if at 

' As an instance of the Japanese currency muddle, Mr. Donald Grant, 
Labour Member of the New South Wales Legislative Council, related 
in April this year that he had changed £25 into Yen in Shanghai at the 
rate of 30 to the pound. Upon his arrival in Japan, he had sold part of 
this money to an American at 20 to the pound, and later in Peking had 
converted what was left of this portion into Yen again at 30 to the pound, 
His trip through Japan had cost him nothing ! 
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all possible. In fact, the Yen has been dropping so heavily 
in the international money market that many foreign 
banks no longer deal in Japanese currency. 

RISING COST OF LIVING 

With the gradual depletion of the specie reserve and the 
depreciation of the Yen since the outbreak of war, commodity 
prices in Japan have soared to a new high level. Despite 
government control of commodity prices, wholesale prices 
in December, 1938 (based on statistics compiled by the 
Oriental Economist), have increased 12.9 per cent as compared 
with those in June, 1937, while retail prices have risen 
23.6 per cent during the same period (according to the 
Bank of Japan’s figures). And while wholesale and retail 
prices in Japan have been going upward, world price levels 
have been declining since 1936. Again, based on official 
Japanese statistics released as early as May, 1938, there has 
been an increase of about 50 per cent in the cost of Hving 
since the Manchurian invasion of 1931. Of this increase, 
more than 25 per cent took place and was attributed to 
economic changes after the “ Marco Polo Bridge Incident ” 
of 193 7. But incomes and wages in Japan all this time have 
either been cut or remained unchanged, although there 
have been wage increases in the heavy and war industries. 
In reahty, the incomes of most of the salaried people and the 
wages for the working population have greatly decreased, 
if one takes into consideration the increase in commodity 
prices, compulsory subscriptions to government bonds, 
and the 20-40 per cent increases in income tax now being 
enforced. Even official Japanese data point to the fact 
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that real wages have dropped 15 per cent since July 1937, 
and over 30 per cent since 1931. 

The war has not only touched the pockets of the white- 
collar class and the unskilled workers, but is now making 
its effects felt among the bigger merchants and business 
concerns. Considerable discontent has already emerged in 
financial and commercial circles in Japan in regard to the 
invocation of the National Mobilization Act, through 
which the militarists hope to control the promotion of 
business, the dividends of business corporations and the 
funds of the various trusts, banks and insurance companies. 
Article ii of the National MobiHzation Act stipulates 
that business corporations with capital of Yen 200,000 or 
more will not be permitted to declare dividends exceeding 
10 per cent per annum. The enforcement of such financial 
and economic control is bound to further stifle business 
activities in Japan. 

INDUSTRIAL, PROPERTY AND MILITARY LOSSES 

But a survey of Japan’s economic losses during the so- 
called “ China Incident ” would not be complete without 
including an estimate, though necessarily tentative and 
approximate at this moment, of her industrial and property 
damage as well as mflitary sacrifices in China. It is needless 
to say that war injures both sides and that Japan has inflicted 
immense damage on her ovra economic estabhshments 
and interests in China. Since the outbreak of hostihties 
Japan’s returns from investments in Manchuria have been 
reduced and most of her enterprises in China proper have 
had to stop operation, although in recent weeks some of 
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them have managed to reopen. It is impossible yet to 
calculate Japan’s industrial and property losses in China, 
but, according to the statement made by a spokesman of 
the Japanese Embassy in Shanghai on January 12, 1938, 
Japanese losses in Shantung province alone (including 
Yen 300,000,000 value of cotton mills destroyed in Tsingtao) 
are estimated at about Yen 1,000,000,000, which is probably 
too high. In retaliation against Japan’s wanton destruction 
of Chinese factories, schools, libraries and government 
offices, Chinese armed forces have also destroyed many 
Japanese-owned industrial establisliments and mines in other 
war-affected provinces. Because of these losses, Japanese 
business men and firms in China will be unable to function 
in full force for some time to come. 

The efforts which the Japanese are now making to recoup 
their trade and industrial losses in China are anything but 
effective. Though outwardly Japan’s total trade with 
China has doubled in a period of four years, 1934-38 
(as shown in the following table), the net result of her 
export trade with “ occupied China ” during recent months 
means no real gain, for such increases in exports to the 
Japanese-controlled areas are made in terms of Yen and/or 
puppet currencies, while her adverse trade balances with 
Europe, the United States and other “ foreign currency ” 
countries are in terms of gold. Most of what Japan has to 
sell in the occupied areas of China is made of materials 
imported from the Western nations, for which she has to 
settle in gold. As pointed out in the Oriental Economist 
(April, 1939), although Japan’s foreign trade during 1938 
resulted in an excess of exports over imports, her favourable 
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trade balance, amounting to Yen 601,000,000, was made 
entirely with the Yen-bloc regions such as Manchuria, 
North and Central China, while her trade relations with 
foreign currency countries showed an adverse balance 
amounting to about Yen 574,000,000. In 1937, 24.9 per 
cent of Japan’s exports went to the Yen-bloc countries and 
75.1 per cent to third countries, but in 1938 the proportions 
changed to 43.3 per cent and 56.7 per cent respectively. 

TABLE VII 


Showing Japan’s Trade Increases with China, 1934-1938 


Year 

Imports, Yen 

Exports, Yen 

Total, Yen 

1934 
193 s 

1936 

1937 

1938 

120 . 000 . 0CX) 

134.000. 000 

155.000. 000 

144.000. 000 

165.000. 000 

1 17.000, (X)0 

149.000. 000 

160.000. 000 

179.000. 000 

313.000. 000 

237.000. 000 

283.000. 000 

315.000. 000 

323.000. 000 

478.000. 000 


“ Manchukuo ” and China were the only outlets to 
which Japanese exports increased during 1938. Those to 
the Straits Settlements declined by Yen 47,000,000, or 
69 per cent ; the Dutch East Indies, Yen 96,000,000, or 
48 per cent ; the Philippines, Yen 29,000,000, or 46 per 
cent ; and British India, Yen 111,000,000, or 37 per cent. 
Those to England declined by Yen 33,000,000, or 19 per 
cent, while American purchases of Japanese goods declined 
by Yen 214,000,000, or 33 per cent. From these data it 
will be seen that numerical increase in exports to the 
occupied areas of China and/or the Yen-bloc regions does 
not give a real but merely a nominal profit to Japanese 
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business men, and any further expansion of their trade in 
the China market will only become more harmful. 

Japan’s trade losses have been most conspicuous in 
Hongkong, which, for purposes of this brief sinvey, may 
well be treated as a part of the Cliina market. Since the 
outbreak of war, Japan’s trade with Hongkong has dropped 
from the second to the eighth place, according to the 
statistics compiled by the Import and Export Depart- 
ment of the Hongkong government. Japanese exports to 
Hongkong have declined from HK.$58,039,ooo for the 
year 1936 to only HK.$i8,78i,ooo in 1938, which is a drop 
from 12.8 per cent of Hongkong’s import trade to a mere 
3 per cent in a period of two years. 

On the military front, Japan’s sacrifices are no less stagger- 
ing, although her army spokesmen invariably refuse to 
divulge the real figures. However, neutral mihtary 
observers are convinced that up to the autumn of 1938 
at least 500,000 Japanese soldiers died either on the field 
of battle or from diseases, or were put out of commission 
through injuries sustained in fighting. These figures 
probably do not tell the whole story of Japan’s miHtary 
sacrifices in China, for, according to the statistics compiled 
by the Chinese National Military Affairs Commission and 
issued on January 28, 1939, the total Japanese losses in 
man-power since July, 1937, are estimated as follows ; 

Officers and men killed and wounded . 700,000 
Japanese airplanes shot down or de- 
stroyed on the ground . . 649 

In this connection, it may be remembered that during the 
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severe fighting along the Yangtze valley in August and 
September, 1938, tlie Japanese casualties reached a total of 

100.000, many of them having died of malaria and cholera. 
This does not mean that Japan’s military strength is 

exhausted. On the contrary, it would not be wise to 
underestimate her human resources. Neutral mditary 
observers estimate that Japan could mobihze a total of 

2.000. 000 to 2,500,000 men during her first year of war 
and that no shortage of man-power would be felt until 
about the second year. But bearing in mind that, while 
conducting her mihtary operations in China, Japan must 
simultaneously mobihze sufficient troops to protect the 
Manchurian frontier against possible clashes with Soviet 
Russia, and that even in the occupied regions in China 
hundreds of thousands of guerillas are constantly harassing 
Japanese lines of communication, causing unexpectedly 
high casualties on both sides, one does not find it hard to 
understand why the Japanese Ministry of War is feeling 
somewhat worried about the future supply of officers and 
trained men, and has already begun to lower the physical 
and educational qualifications of its conscripts. 

japan’s economic royalists speak their minds 
However, it would be unfominate for anyone to surmise 
from this cursory review of Japan’s war-time economy and 
finance that she is approaching the breaking point. Inspired 
by the “ august virtues ” of their Emperor and inoculated 
with ultra-nationalistic aspirations, the Japanese people 
may be able to stand the war strain for a much longer 
period than outsiders think, and will Hkely continue to 
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carry out their “ divine mission ” against all odds. Despite 
military uncertainties and economic suSering, many 
jingoistic elements in Japan are sdll optimistic about their 
continental campaign and are imdaunted in supporting 
the ruling class. Many Japanese financiers and capitalists 
refuse to be disheartened by their present predicament and, 
voluntarily or involuntarily, arc working in close collabora- 
tion with the war-lorck. Rightly or wrongly, these financial 
tycoons and business magnates believe that they have a 
bright and glorious future in the conquest of China. A 
glaring example of the peculiar psychology of these satelhtes 
of Japanese imperialism may be found in an article written 
by Mr. Hirozo Mori for the Japan Foreign Affairs Associa- 
tion. Writes Mori : 

“ We bankers, as one man, support the Government 
in this emergency vrith fiiU fcith in the justice of our cause, 
and wc see no reason why we should not be able to crush 
our enemy, the disturber of peace of the Far East. Our 
population is increasing, and this increase can be supported 
only by expansion of trade and industry, for which the 
nearest market is China and the Asiatic mainland. Herein 
lies our economic future. There is no gainsaying this fact. 
We want the world and the Chinese people to understand 
and recognize it. Expansion towards the continent is the 
destiny of the Japanese people. Heaven decreed, which 
neither the world nor we Japanese ourselves can check or 
alter.” 

Moreover, not a few Japanese die-hards maintain that 
they are able to support a long war, and in order to make 
up their present losses and hardships, they are devising 
various means to turn the whole of East Asia into their 
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special preserve. In an article entitled “ Can Japan Stand 
Protracted Hostilities ? ” Mr. Ginjiro Fujihara points out 
how Japan can surmount her present financial difficulties and 
eventually develop a self-sufficient economic bloc between 
Japan, China and “ Manchukuo ”. Fujihara declares : 

“ A long war does not strike terror into the hearts of the 
Japanese people. As long as we adhere to the above poHcy 
of concentrating government fiscal methods and industrial 
resources in connection with conffict, it makes no difference 
whether one or two countries oppose us or whether 
hostilities are aggravated in respect both of duration and 
scope. This industrial and financial control will not be 
the same as that of either Germany or Italy, as ours will be 
conducted voluntarily by the business and banking people 
affected and with a minimum of government supervision. 
It is probable that before peace talks are started in real 
earnest Japan may have occupied Nanking and Shantung 
in addition to North China and Shanghai. Her mihtary 
occupation may last from two to tliree years, even ten 
years if necessary, until China repents of her past stand and 
becomes disposed to listen to reason. Just as was done in 
Manchukuo early during Japan’s mihtary occupation, 
vigorous Japanese export movements to these China areas 
may be started and maintained. During tliis mihtary 
occupation, an army of robust and husding Japanese 
business go-getters may invade these territories under the 
protecting wings of the Japanese army and navy, to double 
and treble Japanese exports. In four years since the out- 
break of the Manchurian incident Japan has managed to 
increase exports by Yen 3 10,000,000 a year to the continental 
area containing China, Manchukuo and Kwangtung. It 
will not be siurprising if, within a much shorter period, 
Japan doubles or trebles this gain in exports to that part of 
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Cltina proper wliich will be under the induence of Japanese 
forces.” 

THE IMPENDING ECONOMIC CRISIS 

But notwithstanding their super-patriotism and mis- 
guided zeal, the Japanese cannot go against the laws of 
economics for ever. When the)' went into the China 
adventure in July, 1937, many of them had hoped to find 
an escape firom the economic predicament caused by the 
growing deficits in their national budgets ; but their hope 
has been shattered, and instead they have to foce a far 
greater economic crisis. Thus far their efforts in consoU- 
dating their territorial gains in China have borne Htde finit. 
Indeed, due to the Chinese “ scorched earth ” polic)% the 
occupied areas svill be imable, at least for some time to come, 
to give or produce what Japan urgently needs.* The mote 
she penetrates into the interior provinces the harder it is 
for her to hold and develop what she occupies ; it will 
only mean additional drain on her reserves of men, money 
and materials. 

It is not what is aheady happening but also what is 
in store for the Japanese people that makes a dark spot in 
Japan’s economic oudook. For after the war is over (and 
whatever its outcome), its effects on Japanese trade, industry, 
finance and social conditions will become cumulative, 
causing an economic depression throughout the land. 
In the course of the present hostihries Japan has diverted all 

■ The Ministry of Economics of the Chinese government has issued 
an order prohibiting the exportation of Chinese commodities into 
Japanese-controlled areas or any part of the Japanese Empire. 
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her energies and activities into improductive channels and 
has lost markets which will not be easy to recover, once 
these are dominated by other industrial nations. In fact, 
since 1931 her militarists have been increasing their control 
of domestic economy and have been purposely reorganizing 
various industries to serve imperialistic aims. For a short 
period, it may be all right to conduct industry on a non- 
profit basis, but the cumulative effect of such an unbalanced 
economy would be disastrous under peace-time conditions. 
Exhausted by the loss of man-power, extreme diversion of 
business capital into war industries, over-taxation, staggering 
war cost, rural disintegration and foreign economic pressure, 
Japan will most certainly have to face an economic crisis far 
more extensive and calamitous than the Germans suffered 
after the World War. 
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Cibapter VI 

ECONOMIC IMPLICATIONS AND 
CONSEQUENCES 


SOME PERMANENT DAMAGES AND TENDENCIES 

Two years of Sino-Japanese warfare, covering an area 
larger than France, Germany and Belgium combined and 
affecting a total population of 160,000,000 (which is at 
least 30,000,000 more than the total population of the 
United States), have imposed staggering costs on both 
belligerents. On the Chinese side it is estimated that the 
war has rendered 30,000,000 people dependent upon gov- 
ernment and charitable organizations for their Uvelihood, 
and has destroyed approximately 2,500,000 lives, including 
civilians killed by bombs, floods and pestilence.' Chinese 
war casualties, according to official reports, reached a total 
of 850,000 up to the end of 1938. Of this total, about 

300.000 have been killed in action. On the Japanese side, 
neutral military observers have estimated that nearly 

500.000 men have been sacrificed (either killed in action or 
by disease) and thousands more wounded, although Japanese 
sources invariably understate their casualties. Again, to 


* Up to the end of 1938, about 15,000,000 war refugees have received 
direct and indirect help from the National Rehef Commission of China. 
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Chapci (part of Shanghai), once a prosperous industrial centre, 
now turned into a wasteland by Japan’s military invasion. 
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Dispossessing Chinese workers of their means of livelihood. 



ECONOMIC IMPLICATIONS AND CONSEQUENCES 

maintain over 1,000,000 troops in China the Japanese 
government has been spending enormous sums of money. 
To the Chinese the war has been costing between $2,000,000 
and $3,000,000 a day, while to the Japanese it has been 
running up to almost Yen 15,000,000 a day. And the end 
of these huge expenditures is not yet in sight ! 

The terrific expenditures of the war are better shown by 
the increases in the national debts of the two countries 
concerned. According to the Ministry of Finance of the 
Chinese government, Japanese war bonds issued since the 
outbreak of hostilities and up to the begin nin g of December, 
1938, total around Yen 7,000,000,000, which is four to five 
times larger than what the Chinese government has issued 
during the same period, amounting to about $1,500,000,000. 
According to the same source, the total outstanding national 
indebtedness for Japan amounts to Yen 17,500,000,000 to 
Yen 18,000,000,000, and for China $6,000,000,000. In 
other words, the Japanese national debt is three times as 
large as China’s at the present official rate of exchange. 
Since July, 1937, the per capita debt burden in Japan has 
increased by about Yen 100, whereas in China it has increased 
by $3.00. 

But more ominous than these financial costs are the 
economic damage and repercussions wrought by the war. 
Great areas east of the Peiping-Hankow railway and north 
of the Yangtze as well as a large part of southern Kwangtung 
have been defaced as they have hardly ever been defaced 
before. Drenched with the blood and tears of countless 
innocent non-combatants, the “ Good Earth ” of one- 
third of China no longer shows signs of Hfe and activity, 
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but represents a picture of horror and devastation far more 
appalling than the shattered districts of post-war Bei^ium. 
Along the main lines of communication in North, Central 
and East China, vdlage after village has been destroyed 
and scores of once prosperous towns have been looted and 
damaged.’ The dislocation of economic hfe in these 
regions, if at all capable of reparation, will require decades 
of hard work and reconstructive effort to make up, while 
the large scale migration of people, together with movable 
property, will make such reconstruction a difficult task. 

Similarly, die disruption of trade and industry in Japan 
and the subsequent deterioration of her people’s Hvelihood, 
are bound to impair her economic position for many years 
to come. If, as someone has remarked, the clock of progress 
in China has been set back by fifty years, then the admirable 
advance which Japan has made since the Meiji restoration 
has also been retarded by several decades. 

It must be evident to all observers that the Sino-Japanese 
conflict has gready altered the economic situation in the Far 
East and is bound to affect future relationships between 
East and West. Particularly with the Japanese now trying 
to control the usual trade routes in the Orient and with 
China feverishly developing new outlets through her so- 
called backyard, there is bound to be considerable trans- 
formation in the economic life of the western provinces 

’ The total wai losses in Shanghai alone, as estimated by an American 
long experienced in Far Eastern trade, amount to $8,444,000,000 which 
is regarded as authentic as any estimate available now. This amount 
includes losses of industrial plants, equipments, property, goods and raw 
materials, household effects and shipping revenue, states the China 
Weekly Review. 
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as well as in the trade relations between China and Europe^ 
just as the war has already brought about a change of 
emphasis in the Chinese reconstruction programme and 
an extension of Chinese financial institutions towards the 
western provinces and the South Seas region. Fortunately 
or unfortunately, the war has further taught the Chinese 
the necessity of subordinating economic interests to strategic 
factors. Unless there is a slackening of this spirit of economic 
nationalism now rampant the world over, pohtical con- 
siderations rather than economic values will become 
increasingly powerful determinants in China’s future 
development. 

But whichever road she is going to foUow, China 
manifestly cannot undertake the task of post-war rehabihta- 
tion without resorting to considerable financial help from 
abroad. Thus the destiny of China is as closely related to 
the future of foreign investments as her development has 
been intimately affected by the economic pohcies of the 
Western nations during the last century of Sino-foreign 
intercourse. 

It is needless, therefore, to emphasize that die future of 
China is not and cannot be treated as an isolated issue but is 
inseparably interwoven with the welfare of the West and 
other questions of world importance. Left unhindered to 
develop her economic and cultural life on the basis of her 
peaceful traditions and moral heritage, China will be a 
useful and stabilizing influence in the family of nations. 
But if dominated by a fascist and militaristic nation like 
Japan, China would become a perennial source of inter- 
national friction and her loss of fireedom would completely 
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Upset the political equilibrium heretofore subsisting amongst 
the Pacific Powers. In view of this significance, it may not 
be irrelevant to recapitulate in this chapter the repercussions 
which the war has been having on the position of the 
Western Powers in the Orient. 

FUTURE OF BRITISH INTERESTS 

The detrimental effects of Japan’s attempt to enforce a 
poHcy of “ closed economy” in the Far East are most clearly 
shown in the decline of British interests, which hold almost 
four-fifths of the foreign investments in China. In fact. 
Great Britain has invested more money in China than in 
any other country except Argentina, and such investments, 
unlike foreign trade, cannot be easily shifted or withdrawn. 
Thus if Japan should succeed in establishing a Great 
Economic Wall around China, her success would be first 
and foremost at the expense of the British Empire. 

The Japanese invasion has been particularly damaging 
to British trade in South China and Hongkong, which, 
prior to the fall of Canton, was rapidly recovering from a 
severe business depression. As a result of the Japanese 
closure of the Pearl river and the occupation of the northern 
section of the Canton-Kowloon railway in October, 1938, 
a drastic fall in trade with the interior of China was recorded 
by the Import and Export Department of the Hongkong 
government. According to this source, the monthly 
average of Hongkong’s trade with China for the first 
nine months of 1938 amounted to HK$.4i,690,ooo, but 
declined to only $29,710,000 for the last three months of 
the year, i.e. a reduction of nearly $12,000,000 per month. 
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The importance of South China to the economic Ufe of 
Hongkong (which represents some 000,000 of British 
capital) can be easily visualized if one remembers that 
in normal times the trade between these two areas totals 
no less than $200,000,000 a year, and that during the 
extraordinary war year of 1938 this trade relationship (in- 
cluding Central China, as Shanghai had lost its premier 
position in the nation’s export trade) reached a record of 
$463,991,816, which constitutes about 41 per cent of Hong- 
kong’s total foreign trade. But with the Japanese now 
playing the role of conquerors in Kwangtung province, 
Hongkong has lost its best customer, and present circum- 
stances do not indicate any prospect of relaxation of trade 
control on the part of the Nipponese. 

As a matter of fact, Hongkong’s trade with South 
Cliina during the first quarter of 1939 amounts to only 
HK.$i8,ii5,986 as against $69,666,666 for the correspond- 
ing period of last year. This represents a drop of 
$51,550,680, and it is difficult for anyone in Hongkong 
to feel optimistic about the future so long as the Japanese 
invasion is not hquidated. 

On the contrary, the Japanese are feverishly establishing 
themselves in all the important businesses in Canton, just 
as they are doing in other occupied areas. Japanese merchan- 
dise of every description is now pouring into that city 
directly from Japan and Formosa. As the Canton Customs 
Administration is meeting with insurmountable interfer- 
ence and cannot function properly, none of this import 
trade is paying any regular duty. Contrary to Japanese 
allegations, the Pearl river is now quite safe for navigation 
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and commercial trafEc, as proved by the hundreds of 
Japanese vessels plying along this waterway. And yet 
since October 14, 1938, not a single case of foreign goods 
(some rehef materials and food supphes have been sent to 
Canton by special arrangement) has been allowed to reach 
Canton from Hongkong. 

When it is realized that what is happening to Hongkong 
is also true with British interests in other Chinese ports, and 
that the Japanese blockade has badly disrupted British 
shipping, which hitherto has enjoyed 45 per cent of the 
river and coastal trade in China every year, the grand total 
of British losses caused by the present war must be mounting 
to an astronomical figure. As reported by Sir Robert 
Calder-Marshall, Chairman of the British Chamber of 
Commerce in Shanghai, 

“ Britain’s ^300,000,000 investments in China are worth 
just about half that sum today. Material damage to British 
property in Shanghai is estimated at approximately 
j(j500,ooo, but consequential losses have been frr heavier 
than this initial material damage, and may be estimated at 
anything from ten to fifteen rimes the above amount, i.e. 
from five to six and a half milhon poimds.” 

But it is the potentiahties of the present situation that 
are causing grave concern to those interested in foreign 
trade and industry in China. Continuing his report. Sir 
Robert Calder-MarshaU said : 

“ What, then, of the future ? It is not easy to separate 
the incidental from the fundamental, certain restrictions 
which are imposed may be inddental and merely due to 
temporary mili tary exigency or they may be part of a 
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fundamental policy. It is at times difficult to decide. The 
closure of the door for foreign trade in Manchuria, the 
embargoes imposed in Tientsin on the export of certain 
commodities except to Japan, and the restriction placed on 
foreign merchants and shipping which put them at a 
decided disadvantage seem to indicate a fundamental policy 
which is the antithesis of the Open Door.” 

America’s stake in the orient 

In America there is still an erroneous impression that 
American economic interests and financial investments in 
China, amounting to about U.S.8200,000,000, are not 
important enough to warrant any drastic action in curbing 
Japanese aggression. It is not realized that these investments, 
because of their diversified nature, give livelihood not 
only to many American communities in China but also 
provide work for a good portion of the industrial population 
in the United States where many industries are built up 
on an export basis and not a few of them have become 
dependent upon the Far Eastern market. It is not so much 
the investments themselves as the business they bring, the 
returns they make and the potentiaUties they hold that 
make the American stake in the Far East an important 
issue. 

The Japanese invasion has already brought about a sharp 
decline in Sino-American trade during the last two years. 
In 193 7 the United States led all other countries in China’s 
foreign trade. During that year American exports to 
China amounted to 8188,859,040 as compared with 
$185,511,519 in 1936, while American imports from China 
totalled $231,448,711 as compared with $186,320,864 in 
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the previous year. In 1937 Japanese exports to China were 
valued at $150,431,596, a decrease over the 1936 total, 
while Japanese imports from China amounted to $84,305,674 
as against $102,367,061 in 1936 (not including smuggling). 
But due to Japanese discriminations, Sino-American trade 
has decreased by two-thirds during the first eight months 
of 1938, and is likely to show further diminution. As 
shown in Chapter III, Japan has now taken the premier 
position in China’s foreign trade, and this leadership she 
is apparently determined to hold by force. 

But if the Japanese economic drive is not checked in 
time, the United States wiU not only lose one-fifth of 
China’s foreign trade but must also be prepared to face a 
gradual weakening of trade relations with Japan. One of 
the objects of Japanese economic expansion is to control 
China’s raw materials, especially iron, cotton and oil — 
in all of which she has been greatly dependent upon the 
United States for many years. But this profitable trade 
relationship between the two Pacific Powers is bound 
to be wiped off once Japan obtains control of Chinese 
man-power and resources. In North and Central China, 
Japan is already “ taking over ” some of China’s richest 
iron mines. In North China she is trying to increase 
and monopoHze the production of cotton. And in 
Manchuria, as well as in some parts of North-west 
China, Japan is trying to end her dependence upon 
American oil by developing the shale oil industry. With 
free access to China’s iron ores and cotton fields, and 
with Japanese merchants continuously intruding into 
the retail oil business in the occupied areas, the day is not 
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far oflF when Japan will no longer find it necessary to 
carry on any measurable trade relations with the United 
States. 

Moreover, the trade relations which the United States 
maintains with China are far more wholesome than those 
with Japan. Chinese exports to the United States do not 
tend to compete with or retard American industries, wliile 
Japanese exports to the United States are often found in 
direct competition with American manufactured goods. 
Chinese purchases from the United States, particularly in 
recent years, have helped in the economic reconstruction 
of China, whereas most of what Japan has been buying 
from the United States has been used to build up and 
strengthen the war macliine. In short, the trade activities 
between China and the United States are far more rational 
and have greater possibiUties of expansion than those 
between Japan and the United States. It may be true that 
Japan is buying more from America than China is, but, 
inasmuch as most of these purchases are war materials, 
they cannot be regarded as permanent or beneficial to 
either country.’ 

Japanese propagandists are now telling Western financiers 
that, if placed under Japanese tutelage and administration, 
China wiU develop more rapidly and offer a better field for 

' Secretary Cordell Hull, in a statement on April 6 this year, 
pointed out that the abnormal increase of trade between the Umted 
States and “ Manchukuo ” for several months of 1938 was due entirely 
to the piling up of war materials by the puppet state, such as manu- 
factured steel, military machinery, petroleum products, motor cars and 
trucks. These purchases cannot be interpreted as a normal trade 
increase. 
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foreign investments and commerce. It is to be hoped that 
the Western peoples will not be deceived by such talk, for 
Japan’s records in Korea, Manchuria and Inner Mongolia 
are anytliing but reassuring. From all of these regions the 
Japanese have systematically evicted Western interests and 
enterprises. Only in a few limited spheres of economic 
activity where Japan herself is sadly deficient have the 
Westerners been left undisturbed. For a brief period of 
economic readjustment and rchabifitation Japan may want, 
and will probably have to rely upon. Western capital and 
equipment to develop the occupied areas in China, but such 
collaboration will be short-hved and will only be arranged 
to serve Japanese purposes. What Japan has already done 
— and left vmdone — in her territorial possessions and colonics 
speaks more convincingly than her smooth-tongued 
propagandists. 

The Japanese are also working for British and American 
financial support by using the prospect of rich dividends as 
an attraction. Assuming that such investments for the 
“ reconstruction ” of China were to bring any profits in 
the not distant future (which is quite unlikely), they would 
but assist Japan in building up industries in the Orient that 
would eventually compete with British and American in- 
dustries and thereby destroy Western influence and prestige. 
It is but the inevitable outcome of Japan’s policy of “closed 
economy As Mr. Julcan Arnold, U.S. Commercial 
Attache in China, declared in an address in San Francisco 
in September, 1938, 

“ unless Americans — and particularly those on the western 
slope — awaken to what is transpiring in the Orient, this 
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nation will lose its place as a Pacific Power and its lucrative 
trade with China 

But America’s interest in China and the Far East cannot 
and should not be measured purely on the basis of a finan cial 
statement. There are non-economic factors and aspects 
which make her stake in the Orient far more important 
than trade returns, though the latter are vital to some 
sections of her people. Recent events in the United States 
indicate that, despite the activities of muddle-headed 
isolationists, an increasing number of leaders in that country 
arc beginning to reaHze the necessity of exerting their 
influence towards the maintenance of world peace and the 
restoration of world confidence in international treaties. 
President Roosevelt’s decision to move the overwhelming 
portion of the American fleet to the Pacific in April this 
year shows clearly that he and liis colleagues are convinced 
that they cannot prevent the rise of lawlessness in one 
hemisphere without making their influence felt in the other, 
and tliat sooner or later tlieir government must be prepared 
to do its part in consoHdating tlie international peace 
bloc. The Pacific Ocean is no longer a barrier but a bridge 
between the Old World and the New, and the United 
States cannot have security on the Adantic front unless she 
also helps maintain peace in the Pacific. America cannot 
take an effective part in checking aggression in Europe 
nnipss she plays a similar r6lc in the Orient. It is this 
element of democratic solidarity or collective security — 

» Up to May 6, 1938, direct losses sustained by Americans during the 
first ten months of the war are estimated at more than U.S. 8150,000,000 
according to official estimates. 
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now looming in their political outlook — that the American 
people must consider in shaping their pohcies towards the 
Far East. It is a question which they cannot permanently 
put aside, though they may be able to dodge it for a short 
while. 

EFFECTS ON OTHER POWERS 

In her war on foreign business in China, Japan has nor 
even shown any leniency towards her political and ideo- 
logical aUies. Germany and Italy have equally suffered, and 
are still suffering, from Japanese discrimination in the 
occupied areas. German trade widi China, for instance, 
declined by 20 per cent dining the first ten months of 
1938 as compared ivith the same period die year before. 
The total Chinese imports from GcrmaJiy firom January' to 
October, 1938, amounted to §104,590,000, a decrease of 
§3 1,150,000 over die corresponding period in 1937, wliile the 
total exports to Germany during die first ten months of 1938 
amounted to §45, 700,000, showing a decrease of §i 7,600,000 
over the same period in 1937. The decrease ot trade 
between Germany and Sh,anghai is even more conspicuous. 
The trade betsveeii Germany and Sh.mgh.'ii, amounring 
to §83,900,000 during the first ten mondis of 1937, 
totalled only §27,480,000 during the same period of 193 8 — a 
reduction of about 65 per cent. It is tme diat much of this 
reduction was due to die breakdoswi of trade and industry 
in and .around Shanghai as a result of die \v.ar, but since 
during die same period Japanese trade has been showing an 
upward trend, die decline of German trade must be 
attributed chieffy to Japanese discrimination. 
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Bm Germany has also soficred an invisible loss tliat 
cannot be measured in terms of dollars and cents. As the 
Gennan Chamber of Commerce in Slianghai reports : 

Unlike Italy, we have to lose good-WTll in this couni;j^ 
which has resulted from tw'enty years of diUgent upbuiklin^ 
by German merchants since the Great War and wliieh 
started out of nothing. What do we have to expect, as 
regards economic conditions, in a China ruled by Japan ? 
The answer does not sound optimistic. We shall do business, 
good business even, but on a short-term basis. For anybody 
who knows the true motives of this invasion, tlierc can be 
no doubt that a Japanese victory in China means tlie begin- 
ning of the end tor foreign traders. ... A free China, 
belonging to die Chinese, should oft'er practically unUmited 
posdbihdes for us Germans.” * 

The fceUng of nervousness at the increasing success 
which the Japanese are having in driving foreign interests 
and influence from die Far East is equally shared by a 
growing number of people in France, where the question 
of security for Indo-Cliina is being widely discussed. In a 
leading article early in November, 1938, Le Temps expressed 
profound concern over ex-Premier Konoye’s pronounce- 
ment of creating a great Asiatic bloc. 

” This ”, the well-known Paris journal says, “ confronts 
die Ocddencal powers with an entirely new problem 

° Free C Eima is sdll j mote profitable xuarkec for Germans than all 
the jjsantsc-occupied regions put together. In 1938 Germany sold 
54. per cesot of her exports co areas under the control of the Chinese 
naticgul gv^^mment, 30 per cenr to Shanghai and only 16 per cent to the 
JapanesiMxrupied disorkts. Itah'an exports to Japanese-controlled areas 
in 1938 were abo magntfiranr and her pctcoiiage was soil in fiivour of 
fiee China. 
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whereby Japan hopes to turn to its own advantage the 
rivalries existing between the yellow and the white races. 
The question is whether the sohdarity of the peoples of 
the white race is less than that of the peoples of the yellow 
race. If Japan has been able within the space of a few years 
to establish its do min ation on the continent, from ‘ Man- 
chukuo ’ to Hankow and from Shanghai to Canton, it is 
primarily only because Europe has been torn by internal 
disputes and because the United States, hoping to steer 
clear of international conflicts, has failed to miderstand how 
to act in an anti-movement in full sohdarity with other 
interested powers against the daring enterprises of Japanese 
imperialism.” 

Because of diis fear, the French authorities are now 
putting forth a great defence programme in Indo-Cliina, 
constructing an aircraft factory in Hanoi capable of pro- 
ducing 150 planes and 500 motors a year, and have resumed 
the development of Cam-Ranh harbour on the eastern coast. 
The completion of this naval base, which sheltered the big 
Russian fleet before it met with the crusliing blow at the 
hands of the Japanese in 1905, v/ill, it is hoped, strengthen 
the so-called Singapore-Hongkong defence line. 

The ominous impHcations of the Japanese economic 
drive in China are by no means hmited to the big Powers 
which have huge financial interests and trade relations in 
the Far East, but are likely to be felt by several smaller 
countries having territorial possessions in the Pacific area. 
For the Japanese mflitary adventurers have looked upon 
these possessions of the Western nations with no Httle 
jealousy. As a matter of fact, the Japanese mflitary cHque 
has been persistently advocating and planning for an 
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ultimate conquest of the various strategic islands in the 
South Pacific Ocean, and has made no secret of its intention 
to carry out a programme of Southward Expansion. 
In his book on Japan must jight Britain, Lieut.-Commander 
Tata Ishimaru made a definite reference to the need of 
“ looking to the sea for her [Japan’s] future prosperity ”, 
pointing out that the economic value of Manchuria will 
last but twenty to thrity years ! “We must take a wider 
view and not think that Manchuria alone can secure the 
future for us ; we must look farther into the wide world, 
and we must not forget that our future prosperity lies on 
the sea,” declares diis Japanese empire-dreamer. 

And if these words are not conclusive enough to prove 
Japan’s desire to achieve complete domination in the 
Pacific area, let us read what General S. Honjo once wrote 
to the Japanese war minister in regard to Japan’s plan of 
world conquest : 

“ I. Having vanquished the American influence in the 
East, die British influence in Singapore and Hong- 
kong would not be potent enough to do us any 
harm. Moreover, it would soon be destroyed by 
our navy while the South China Sea would likewise 
come under our jurisdiction. 

2. If the above-mentioned places (meaning Manchuria, 
Mongolia and Siberia) are placed under our adminis- 
tration, our Empire will in less than ten years acquire 
a wealth exceeding that of die United States of 
America. When the time arrives, will there be any 
country in the world which will be found sufficiently 
powerful to oppose and compete with out Empire ? 

3. We would then be m a position to drive away the 
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United States to the east of Hawaii, and Great Britain 
to the west of Singapore and to hold supreme power 
on the Pacific without any difficulty. While all the 
islands constituting die South Seas Archipelago 
now under Dutch rule as well as the British colonies 
of Austraha, New Zealand, etc., would he within 
easy grasp at our Imperial will. 

4. Once we had attained such an influential position, 
we could proceed to conquer the whole country of 
China and the whole of Asia, and further to subjugate 
the whole continent of Europe as well as that of 
Africa by force until we have gained control of the 
Eastern Hemisphere of the globe, when we would 
share equally with the United States the good things 
of this world in accordance with the instructions 
contained in the will of our late Emperor Meiji and 
as becomes die fitting duty that our Taiwa race 
must carry out.” ‘ 

It would be a great mistake if one were to comfort 
oneself by thinking that all this talk and writing about 
Southward Expansion is a mere fantastic dream on the 
part of Japanese jingoists. Righdy or wrongly, the Japanese 
navy has been consistently carrying out this pohcy during 
the last few years. The capture of King-men island opposite 
Amoy, the seizure of Nam-au island opposite Swatow, 
the taking over of Shan-chuan island west of Macao, and 
the occupation of Weichow, Hainan and Spradey islands in 
the Gulf of Tonkin during recent weeks, cannot be inter- 
preted as accidental excursions on the part of the Japanese 

* Jen Tai, Documents Illustrative of Japans National Policy, pub- 
lished by the Council of International Affairs, Nanking, October, 
1937 - 
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strategists, for the possession of this string of stepping- 
stones virtually brings the Japanese warships and bombing 
planes to the very door-steps of French Indo-China, British 
Malaya and the Netherlands Indies. 

Indeed, this Japanese programme of Southward Expan- 
sion has already aroused grave anxiety amongst the Nether- 
landers, whose territorial possessions between the South 
China Sea and the Indian Ocean — Sumatra, Java, Celebes, 
Borneo, Dutch New Guinea and several lesser islands — 
form an area sixty times as large as Holland itself. In these 
colonies the Netherlanders have fabulously rich resources 
as well as some of the world’s best harbours and most 
strategic ports. That they are not overlooking the danger- 
ous possibilities of Japan’s naval expansion is shown by the 
fact they have increased their defence (chiefly naval defence) 
expenditures from U.S.|50,ooo,ooo for the fiscal year 
193 7 to U.S.$8o,ooo,ooo for 1938. Of the U.S.$8o,ooo,ooo, 
no less than U.S.$20,ooo,ooo will be used for building 
hght and mobile vessels, which would be most adaptable 
in protecting the vast Netherlands archipelago. 

japan’s challenge to the world 

Japanese apologists often deplore the lack of proper 
understanding of their national poheies on the part of the 
Western countries. Truly, the world has suffered from a 
lack of knowledge of Japan. The endless, gratuitous and 
attractive Hterature put out by Japan’s world-wide tourist 
bureaus as well as the smooth talk of all her top-hatted 
diplomats have long given many people an exaggerated 
pirture of the island empire. To the Western mind Japan 
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has always been represented as a land of peace and beauty — 
of cherry blossoms, pretty geisha girls, industrial efficiency 
and political progress ; and her rulers have been carefully 
portrayed, even by some of our own enthusiastic Chinese 
writers, as amiable and contented gentlemen. Particularly 
in England, where for many years the conservative elements 
have used and trusted Japan as an indispensable ally in 
maintaining the estabHshed international relations in the 
Orient, the deception is most regrettable. In fact, the 
Western Powers have been so naive in their dealings with 
Japan that they are now forced to pay the price of their 
own illusions. 

Fortunately, statesmen the world over are quickly 
reaUzing the naked truth and are begiiming to acquire a 
new knowledge of Japan, for by her own imperialists 
Japan is being unmasked. The Japan of political assassins, 
recalcitrant army officers, evasive spokesmen, fanatical 
war-lords, fortune-hunting ronins, ambitious empire- 
builders, helpless and inarticulate liberals, enslaved women, 
underfed and oppressed workers, over-taxed and starving 
peasants — the Japan that has been deliberately kept unknown 
to the outside world — is at last being revealed. If Japan has 
ever been regarded as an invincible military force, the 
Chinese have now exploded that myth. If Japan has been 
considered as a modem civilized unit in the family of 
nations, her rape of Nanking and brutal conduct elsewhere 
in China have disproved that supposition. If Japan has 
been treated as a trustworthy partner in various international 
undertakings, the invariably empty assurances of her 
diplomats have destroyed that trust. 
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The world has been very patient with Japan. Since 
the “ Mukden Incident ” of September i8, 1931, die leading 
capitals — London, Paris, Washington, etc. — ^have shown 
remarkable restraint in their treatment of the Japanese 
menace, and have tried not to offend unduly Japanese 
sensibiliries, hoping that the moderate and hberal elements 
in the island empire would some day get the upper hand 
in domestic politics and would be able to Hmit the aggressive 
work of the mihtary clique. It is now nearly eight years 
since the Japanese war-lords laimched their empire-building 
campaign on the Asiatic continent, and, far from showing 
any slackening in their warlike activities, they are extending 
their “ Hfe-lines ” in all directions. They are now pushing 
their defence lines as far north as Siberia, as far west as 
the virtual outskirts of Chinese Turkestan and as far south 
as the shores of French Indo-China. Clearly no government 
or group of elder statesmen within Japan can now effectively 
restrain her mihtary adventurers. The game has gone too 
far, perhaps. But if no effective control can be expected 
from Japan herself, the Western Powers (in addition to 
China), whose interests are being openly jeopardized and 
which possess the instruments for enforcing international 
law and order, must sooner or later be faced witli the 
necessity for action. 

The war between China and Japan, as many neutral 
observers have remarked, is not a mere military conflict 
between two Oriental nations. In the words of General- 
issimo Chiang Kai-shek, “ this is a war between good and 
evil, between right and wrong ”. It is a struggle between 
the forces of peace and the forces of anarchy, the outcome 
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of which will inevitably affect the welfare of the entire 
human race. If China wins the war, it will not only mean 
her own emancipation but also bring a great moral and 
ideological victory to the whole world. If China wins, 
it will prevent Japan from hatching further schemes of 
territorial aggrandizement and thus enable the United 
States, Great Britain, Soviet Russia and other Pacific 
Powers to reduce their titanic military burdens in the 
Orient. If China wins, it will pave the way for the restora- 
tion of international life on a level which all democratic 
nations have been fighting hard to uphold since their 
catastrophic experience in the World War. In such an 
important international struggle it behooves all peace- 
loving peoples to remove all the difficulties that are found 
in Cliina’s path to freedom, and to give her all the moral 
and material support which she needs to bring her war of 
independence to a successful conclusion. In entertaining 
this hope for international co-operation and solidarity, 
the Chinese people have particular reason to look to Great 
Britain and the United States, as chief authors of the Nine- 
Power Treaty, to show the greatest initiative. 
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FULL TEXT OF U.S. SECRETARY OF STATE CORDELL 
HULL’S PROTEST TO THE JAPANESE FOREIGN 
OFFICE CONCERNING THE OPEN DOOR IN 
CHINA 

(Delivered through Ambassador Joseph Grew 
in Tokyo on October 6, 1938) 

The Government of the United States has had frequent 
occasion to make representations to Your Excellency’s Govern- 
ment in regard to action taken and policies carried out in China 
under Japanese authority to which the Government of the 
United States takes exception as being in its opinion in contra- 
vention of the principle and the condition of equality of oppor- 
tunity or the “ open door ” in China. 

In response to these representations and in other connec- 
tions both public and private, the Japanese Government has 
given categorical assurances that equality of opportunity or the 
open door in China will be maintained. 

The Government of the United States is constrained to 
observe, however, that notwithstanding the assurances of the 
Japanese Government in this regard violations by Japanese 
agencies of American rights and interests have persisted. 

As having by way of illustration a bearing upon the situation 
to which the Government of the United States desires to invite 
the attention of the Japanese Government, it is recalled that at 
the time of the Japanese occupation of Manchuria the Japanese 
Government gave assurances that the open door in Manchuria 
would be maintained. 

However, the principal economic activities in that area have 
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been taken over by special companies which are controlled by 
Japanese nationals and which are estabhshed under special 
charters according them a preferred or exclusive position. 

A large part of American enterprise which formerly operated 
in Manchuria has been forced to withdraw from that territory 
as a result of the preferences in force there. Arrangements 
between Japan and the regime now functioning in Manchuria 
allow the free movement of goods and funds between Manchuria 
and Japan while restricting rigidly the movement of goods and 
fimds between Manchuria and countries other than Japan. 

This channelling of the movement of goods is effected prim- 
arily by means of exchange control exercised under the authority 
of regulations issued under an enabling law wliich provide 
expressly that for the purpose of the law Japan shall not be 
considered a foreign country nor the Japanese yen a foreign 
currency. 

In the opinion of my Government equality of opportunity 
or the open door has virtually ceased to exist in Manchuria 
notwithstanding the assurances of the Japanese Government 
that it would be maintained in that area. 

The Government of the United States is now apprehensive 
lest there develop in other areas of China which have been 
occupied by Japanese military forces since the begimiing of the 
present hostUities a situation similar in its adverse effect upon the 
competitive position of American business to that which now 
exists in Manchuria. 

On April 12, 1938, I had occasion to invite the attention of 
Your Excellency’s predecessor to reports which had reached the 
Government of the United States indicating that discrimination 
in favour of Japanese trade with North China was likely to be 
effected by means of exchange control and to ask for assurances 
that the Japanese Government would not support or countenance 
financial measures discriminatory against American enterprises. 

Although the Minister for Foreign Affairs stated then tliat 
the Japanese Government would continue to support the 
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principle of equal opportunity or the open door in China no 
specific reply has yet been made by the Japanese Government on 
the subject of these representations. 

The Government of the United States now learns that the 
Japanese authorities at Tsingtao have in effect estabUshed an 
exchange control, that they are exercising a discriminatory 
authority to prohibit exports unless export bills are sold to the 
Yokohama Specie Bank, and that the Bank refuses to purchase 
export bills except at an arbitrary rate far lower than the open 
market rate prevailing at Tsingtao and Shanghai. 

A somewhat similar situation apparently prevails at Chefoo. 

Furthermore, reports continue to reach the American Govern- 
ment that a comprehensive system of exchange control will 
soon be established throughout North China. Control of 
foreign exchange transactions gives control of trade and com- 
mercial enterprise, and the exercise, either directly or indirectly, 
by the Japanese authorities of control of exchange in North 
China would place those authorities in position to greatly impede 
free competition between Japan and the United States in that area. 

In such a situation imports firom and exports to the United 
States as well as the choice of dealers in North China would be 
entirely subjected to the dispensation of the Japanese authorities. 

Notwithstanding the short time that exchange control has 
been enforced in Tsingtao two cases of discrimination have 
already been brought to the attention of the Government of 
the United States. 

In one instance an American dealer in a staple commodity 
has been unable to export to the United States because Japanese 
authorities there have insisted that his export bills be sold to a 
Japanese bank at a rate so far below the current rate of exchange 
of the Chinese currency in the open market that such transactions 
would involve a loss rather than a profit ; but a Japanese com- 
petitor recently completed a large sliipment invoiced at a price 
in United States dollars which was equivalent to the local market 
price calculated at the current open market rate. 
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In the other instance an American firm was prevented from 
purchasing tobacco in Shantung unless it should purchase so- 
called Federal Reserve notes or yen currency with foreign 
exchange and at an arbitrary and low rate of exchange, con- 
ditions not imposed upon the company’s Japanese or Chinese 
competitors. 

The Government of the United States has already pointed 
out to the Japanese Government that alterations of the Chinese 
customs tariff by the regimes functioning in those portions of 
China occupied by Japanese armed forces and for wliich the 
Japanese Government has formally assured its support are 
arbitrary and illegal assumptions of authority for which the 
Japanese Government has an inescapable responsibility. 

It is hardly necessary to add that there can be no equality 
of opportunity or open door in China so long as the ultimate 
authority to regulate, tax or prohibit trade is exercised, whether 
directly or indirectly, by the authorities of one “ foreign ” 
power in furtherance of the interests of that power. 

It would appear to be self-evident that a fundamental pre- 
requisite of a condition of equality of opportunity or open door 
in China is the absence in the economic life of that country 
of preferences or monopolistic rights operating directly or 
indirectly in favour of any foreign country or its nationals. 

On July 4, I spoke to General Ugaki of the desire of the 
American Government that there be avoided such restrictions 
and obstacles to American trade and other enterprises as might 
result from the setting up of special companies and monopolies 
in China. The Minister was so good as to state that the 
open door in China would be maintained and that the Govern- 
ment of the United States might rest assured that the Japanese 
Government would fully respect the principle of equal oppor- 
tunity. 

Notwithstanding these assurances, the provisional regime in 
Peiping announced on July 30 the inauguration, as of the follow- 
ing day, of the China Telephone and Telegraph Company, the 
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reported purpose of this organization being to control and to 
have exclusive operations of telephone and telegraph com- 
mimications in North China. 

There was organized in Shanghai on July 3 1 the Central 
China Tele-communication Company, and the special service 
section of the Japanese Army has informed foreign cable and 
telegraph companies that the company proposes to control all 
the tele-communications in Central Cliina. 

According to a semi-official Japanese press report, there was 
organized at Shanghai on July 28 the Shanghai Inland Navigation 
Steamship Company, to be controlled by Japanese, the reported 
object of which is to control water transportation in the Shanghai 
delta area. 

According to information which has reached my Government 
a Japanese company has been organized to take over and operate 
the wharves at Tsingtao which have hitherto been publicly 
owned and operated. Should such a development occur all 
shipping of whatever nationality would become dependent 
upon a Japanese agency for allotments of space and stevedoring 
facilities. 

The wool trade in North China is now reported to be a 
Japanese monopoly and a tobacco monopoly in that area is 
reported to be in process of formation. 

Moreover, according to numerous reports which have been 
reaching my Government the Japanese Government is proceed- 
ing with the organization of two special promotion companies 
which it has chartered and which it will control with the object 
of investing in, unifying and regulating the administration of 
certain large sectors of economic enterprise in China. 

The developments of which I have made mention are illus- 
trative of the apparent trend of Japanese policy in China and 
indicate clearly that the Japanese authorities are seeking to 
establish in areas which have come under Japanese mihtary 
occupation general preferences for, and superiority of, Japanese 
interests, an inevitable efiect of which will be to frustrate the 
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practical application of the principle of the open door and 
deprive American nationals of equal opportunity. 

I desire also to call Your Excellency’s attention to the fact 
that unwarranted restrictions placed by Japanese mUitary authori- 
ties upon American nationals in China — ^notwithstanding the 
existence of American treaty rights in China and the repeated 
assurances of the Japanese Government that steps had been taken 
which would insure that American nationals, interests and 
properties woidd not be subject to unlawful interference by 
Japanese authorities — further subject American interests to 
continuing serious inconvenience and hardship. 

Reference is made especially to the restrictions placed by the 
Japanese military upon American nationals who desire to re-enter 
and reoccupy properties from which they have been driven by 
the hostilities and of which the Japanese military have been or 
still are in occupation. 

Mention may also be made of the Japanese censorship of 
and interference with American mail and telegrams at Shanghai 
and of restrictions upon freedom of trade, residence and travel 
by Americans, including the use of railways, shipping and other 
facilities. 

While Japanese merchant vessels are carrying Japanese mer- 
chandise between Shanghai and Nanking those vessels decline 
to carry merchandise of other countries, and American and non- 
Japanese shipping is excluded from the lower Yangtze on the 
grounds of mihtary necessity. 

Applications by American nationals for passes which would 
allow them to return to certain areas in the lower Yangtze 
valley have been denied by Japanese authorities on the ground 
that peace and order have not been sufficiently restored, although 
many Japanese merchants and their famihes are known to be in 
those areas. 

American nationals and their interests have suffered serious 
losses in the Far East arising from causes directly attributable to 
the present conffict between Japan and China, and even under 
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the most favourable conditions an early rehabilitation of 
American enterprises in China and of American trade with 
China cannot be expected. 

The American Government therefore finds it all the more 
difficult to reconcile itself to a situation in which American 
nationals must contend with continuing unwarranted inter- 
ference with their rights at the liands of the Japanese authorities 
in China and with Japanese actions and policies which operate 
to deprive American trade and enterprises of equality of oppor- 
tunity in China. 

It is also pertinent to mention that in Japan, too, American 
trade and other interests are undergoing severe hardsliips as a 
result of the industrial, trade, exchange and other controls which 
the Japanese Government has imposed incident to its military 
operations in China. 

Wliile American interests in the Far East have been thus 
treated at the hands of the Japanese authorities, the Government 
of the United States has not sought either in its own territory 
or in the territory of tliird countries to estabfish or influence the 
estabhshment of embargoes, import prohibitions, exchange 
controls, preferential restrictions, monopohes or special com- 
panies designed to eliminate or having the effect of eliminating 
Japanese trade and enterprise. 

In its treatment of Japanese nationals and their trade and 
enterprise, the American Government has been guided not only 
by die letter and spirit of the Japanese-American commercial 
treaty of 1911 but by those fundamental principles of inter- 
national law and order which have formed the basis of its pohey 
in regard to all peoples and their interests ; and Japanese com- 
merce and enterprise have continued to enjoy in the United 
States equality of opportunity. 

Your Excellency cannot fail to recognize the existence of a 
great and growing disparity between the treatment accorded 
American nationals and their trade and enterprise by Japanese 
authorities in China and Japan and the treatment accorded 
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Japanese nationals and their trade and enterprise by the Govern- 
ment of the United States in areas within its jurisdiction. 

In the hght of the situation herein reviewed, the Government 
of the United States asks that the Japanese Government imple- 
ment its assurances already given with regard to the maintenance 
of the open door and to non-interference with American 
rights by taking prompt and effective measures to cause : 

1. The discontinuance of discriminatory exchange control 
and of odier measures imposed in areas in China under 
Japanese control which operate either direcdy or indirecdy 
to discriminate against American trade and enterprise ; 

2. The discontinuance of any monopoly or of any preference 
which would deprive American nationals of the right of 
undertaking any legitimate trade or industry in China or 
of any arrangement which might purport to establish in 
favoiur of Japanese interests any general superiority of 
rights with regard to commercial or economic develop- 
ment in any region of China ; and 

3. The discontinuance of interference by Japanese authorities 
in China with American property and other rights, 
including such forms of interference as censorship of 
American mail and telegrams and restrictions upon 
residence and travel by Americans and upon American 
trade and shipping. 

The Government of the United States believes that in the 
interest of relations between the United States and Japan an early 
reply would be helpful. 
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JAPAN’S REPLY TO UNITED STATES 
(November i8, 1938) 

I HAVE the honour to acknowledge receipt of your Excellency’s 
note dated October 6, addressed to the Minister of Foreign 
AfiFairs, Prince Fumimaro Konoye, concerning the rights and 
interests of the United States in China. 

In the note are cited various instances based on information ‘ 
in possession of the Govermnent of the United States that 
Japanese authorities arc subjecting American citizens in China 
to discriminatory treatment and are violating the rights and 
interests of the United States. 

I now have the honour to state hereunder the opinions of the 
Japanese Government regardii^ these instances. 

Firstly, the circumstances which led to adoption of the 
present measures concerning export exchange in Tsingtao 
and the present situation being, so far as the Japanese Govern- 
ment are aware, as set forth below, they consider that these 
measures cannot be construed as constituting any discrimination 
against American citizens. 

A short time ago the Federal Reserve Bank of China was 
established in North China, whose notes, with an exchange 
value fixed at one shilling and two pence against one yuan, have 
been issued thus far to an amount of more than 100,000,000 yuan 
and are widely circulated. These bank notes being compulsory 
currency of the provisional government, maintenance of their 
value and smooth circulation is regarded as an indispensable 
basis for the conduct and development of economic activities 
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in North China. Consequently the Japanese Government have 
taken a co-operative attitude ; and all Japanese subjects are using 
said notes and in their export trade exchanging them at a rate of 
one shilling and two pence. 

On the other hand, the old fapi,* still circulating in these 
areas, has depreciated in exchange value to about eight pence 
to the yuan. Consequently, those who are engaged in export 
trade who use this currency are eiyoying illegitimate profits as 
compared to those who use Federal Reserve notes and carry on 
legitimate transactions at the legitimate rate of exchange ; 
that is to say, Japanese subjects who use Federal Reserve notes 
have been suffering unreasonable disadvantages compared to 
persons who, while residing and carrying on their business in 
areas under the jurisdiction of the provisional government of 
North China, nevertheless use the old fapi exclusively. 

Furthermore, the existence of die before-mentioned disparity 
in the exchange value between the new notes and the old 
fapi, wliich the Federal Reserve Bank has been exchanging at a 
rate not very much below par, is bound to exert an unfavourable 
effect upon the exchange value of the Japanese yen. 

The Japanese Government feel it is incumbent on them 
not to remain indifferent to such a situation. 

Export exchange measures as adopted at Tsingtao are calcu- 
lated to place users of the old Chinese currency, who have been 
obtaining unfair profits, on an equal footing with those using 
Federal Reserve notes. 

Inasmuch as apphearion of the measures makes no differentia- 
tion according to nationality, they cannot be considered dis- 
criminatory measures. As a matter of fact, it is through these 
measures that those users of Federal Reserve notes who had, 
in a sense, been discriminated against have been placed on equal 
footing with others and thus enabled to compete on a fair basis. 

Secondly, in North and Central China, new Chinese regimes 
some time ago effected revisions of the customs tariff in an 
* “ Fapi ” means Chinese legal tender. 
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attempt to secure rational modification of the former tariff 
enforced by the Kuomintang Government, which was imduly 
high and Hi-calculated to promote economic recovery and the 
general welfare of the Chinese people. 

However, the schedule actually approved for the time being 
is the' one approved by the powers in 193 1, so that no complaint 
has been heard from foreign residents of any nationality on the 
spot. The Japanese Government are, of course, in favour of 
the purpose of said revision, believing it will serve to promote 
effectively the trade of all countries with China. 

Thirdly, as for organization of certain promotion companies 
in China, restoration and development of China’s economic, 
financial and industrial life after the present affair is a matter of 
urgent necessity for the welfare of the Chinese. 

Moreover, the Japanese Government are deeply solicitous 
for the early inauguration and progress of work having for its 
object this restoration development, for the sake of realization 
of a new order in East Asia, and are doing all in their power in 
that direction. The North China Development Company 
and Central China Development Company were established 
with a view to giving China necessary assistance toward said 
restoration and also with the aim of contributing towards the 
development of China’s natural resources. It is far from the 
thoughts of the Japanese Government to impair the rights and 
interests of American citizens in Cliina or discriminate against 
their enterprises. 

The Japanese Government, therefore, do not oppose, but 
heartily welcome, participation of third powers on the basis of 
the new situation which has arisen. 

Tele-communication companies in North and Central China 
and the Inland Navigation Steamship Company at Shanghai 
and the Wharfage Company at Tsingtao also have been estab- 
lished to meet the imperative need of an early restoration of 
communications, transportation and harbour fadUdes. 

With the exception of the tele-communication enterprise 
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which, because of its obvious relation to the maintenance of 
peace and order and to national defence, as well as because of its 
public character, has been placed in the hands of special companies, 
all these enterprises are turned over to concerns that are ordinary 
Chinese or Japanese juridical persons, without any intention of 
allowing them to reap monopolistic profits by discriminating 
against America or any other Power. 

As regards the wool trade, while control of purchasing 
agencies was enforced for a time in the MongoHan region, it 
since has been discontinued. 

There is no plan at present of any sort for establishing a 
tobacco monopoly. 

Fourthly, concerning the return of American citizens to 
occupied areas. Your Excellency is aware that in North China 
there is no restriction, excepting very special cases where the 
personal safety of those who return would be endangered, 
while in the Yangtze Valley large numbers of Americans have 
already returned. The reason that permission to return has 
not yet been made general is, as has repeatedly been communi- 
cated to Your Excellency, due to danger that persists because 
of imperfect restoration of order and also to the impossibility 
of admitting nationals of a third power on account of strategic 
necessities such as the preservation of military secrets. 

Again, the various restrictions enforced in the occupied areas 
concerning residence, travel, enterprise and trade of American 
citizens constitute the minimum regulations consistent with 
military necessities and local conditions of peace and order. 
It is the intention of the Japanese Government to restore the 
situation to normal as soon as circumstances permit. 

The Japanese Government are surprised at the allegation that 
there exists a fundamental difference between the treatment 
accorded Japanese in America and the treatment accorded 
Americans in Japan. 

While it is true that in these days of emergency, Americans 
residing in this country are subject to various economic restric- 
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tions, yet these are, needless to say, restrictions imposed not upon 
Americans alone but also on all foreigners of all nationalities 
as well as upon subjects of Japan. I beg to reserve for another 
occasion a statement of views of the Japanese Government 
concerning the treatment of Japanese subjects in American 
territory, referred to in Your Excellency’s note. 

As has been explained above, the Japanese Government, 
with every intention of fuUy respecting American rights and 
interests in China, have been doing all that could possibly be 
done in that behalf. 

However, .since there are at present in Cliina military opera- 
tions on a scale unprecedented in our history, it may well be 
recognized by the Government of the United States that it is 
unavoidable that these mihtary operations should occasionally 
present obstacles to giving full ei&ct to our intention of respecting 
the rights and interests of American citizens. 

Japan at present is devoting her energy to the establisliment 
of a new order based on genuine international justice tliroughout 
East Asia, the attainment of which end is not only an indispens- 
able condition for the very existence of Japan but also constitutes 
the very foundation of enduring peace and stability in East 
Asia. 

It is the firm conviction of the Japanese Government that in 
the face of the new situation fest developing in East Asia any 
attempt to apply to the conditions of today and tomorrow 
inapplicable ideas and principles of the past would neither 
contribute toward the establishment of real peace in East Asia 
nor solve immediate issues. 

However, as long as these points are imderstood, Japan has 
not the shghtest inclination to oppose participation of the 
United States and other powen in the great work of reconstruc- 
tion in East Asia along lines of industry and trade ; and I believe 
the new regimes now being formed in China are prepared to 
welcome such foreign participation. 

163 L2 



APPENDIX m 


TEXT OF THE NOTE PRESENTED TO JAPAN’S 
FOREIGN MINISTER BY SIR ROBERT CRAIGIE, 
BRITISH AMBASSADOR IN TOKYO 

(January 15, 1939) 

I AM instructed by His Majesty’s Foreign Secretary to inform 
Your Excellency of the uncertainty and the grave anxiety in 
which His Majesty’s Government have been left by a study of 
Japan’s new policy in Far Eastern affairs as set out in recent 
statements by the late Prime Minister (Prince Konoye) and 
other Japanese statesmen. 

I am to refer more particularly to Prince Konoye’s statements 
of November 3 and December 22 and to the communication 
made by Your Excellency to foreign Press correspondents on 
December 19. This imcertainty has not been removed by 
conversations on this subject which I have had with Your 
Excellency from time to time. 

From these pronouncements and from other ofEdal informa- 
tion issued in Japan, His Majesty’s Government infer that it is 
the intention of the Japanese Government to establish a tripar- 
tite combination or bloc composed of Japan, China and Man- 
churia, in which the supreme authority will be vested in Japan 
and subordinate roles will be allotted to China and Manchuria. 

So far as China is concerned, it is understood that the Japanese 
Government is to exercise control, at least for some time, 
through the Asia Development Council in Tokyo, which is 
charged with the formation and execution of policy connected 
with political, economic and cultural affairs in China. 
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Your Excellency’s own communication to the Press indicates 
that the tripartite combination is to form a single economic 
unit, and the economic activities of other Powers are to be 
subjected to restrictions dictated by the requirements of national 
defence and the economic security of the proposed bloc. 

According to Prince Konoye, the hostilities in China are 
to continue until the present Chinese Government have been 
crushed or will consent to enter the proposed combination on 
Japanese terms. 

China, he said, will be required to conclude with Japan an 
anti-Comintem agreement, and Japanese troops arc to be 
stationed at specified points in Chinese territory for an indefinite 
period, presumably to ensure that the Japanese conditions for 
the suspension of hostilities are observed. 

Moreover, His Excellency stated that the Inner Mongolian 
region must be designated as a special anti-Communist area. 
It is not clear what is meant by this, but in the absence of fuller 
information it can only be assumed that Inner Mongolia is to be 
subjected to an even greater degree of Japanese military control 
than other parts of China. 

His Majesty’s Government are at a loss to understand how 
Prince Konoye’s assurance that Japan seeks no territory, and 
respects the sovereignty of China, can be reconciled with the 
declared intention of the Japanese Government to compel the 
Chinese people by force of arms to accept conditions involving 
the surrender of their political, economic and cultural life to 
Japanese control, the indefinite maintenance in China of con- 
siderable Japanese garrisons, and the virtual detachment firom 
China of the territory of Iimer Mongolia. 

For their part. His Majesty’s Government desire to make it 
clear that they are not prepared to accept or to recognize changes 
of the nature indicated, which are brought about by force. 

They intend to adliere to the principles of the Nine-Power 
Treaty, and cannot agree to the unilateral modification of its 
terms. They would point out that, until the outbreak of the 
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present hostilities, the beneficial effects which the Treaty was 
expected to produce were steadily being realized. 

The Chinese people were mainraining and developing 
for themselves an effective and stable Government, and the 
principle of equal opportunity for the commerce and industiy' 
of all nations was bringing prosperity to China and to her 
international trade, including that with Japan. 

His Majesty’s Government, therefore, cannot agree, as 
suggested in Japan, that the Treaty is obsolete or that its pro- 
visions no longer meet the situation, except in so far as the 
situation has been altered by Japan in contravention of its terms. 

While, however. His Majesty’s Government maintain that the 
modification cannot be effected unilaterally and must be by 
negotiation between all the signatories, they do not contend 
that treaties are eternal. 

If, therefore, the Japanese Government have any consttucrive 
suggestions to make regarding the modification of any of the 
multilateral agreements relating to China, His Majesty’s Govern- 
ment for their part will be ready to consider them. In the mean- 
time, His Majesty’s Government reserve all their rights under 
the existing treaties. 

I am further instructed to refer to that portion of Prince 
Konoye’s statement of December 22 whicli states that Japan 
is prepared to give consideration to the abolition of extra- 
territoriality and the rendition of foreign concessions and settle- 
ments in China. 

This inducement to China to accept Japan’s demands would 
appear to entail but little sacrifice on the part of the Japanese, 
for if they succeed in their plans for the control of the country 
they will have no further need for extra-territoriality or 
concessions. 

On the other hand. His Majesty’s Government would 
recall that they undertook and nearly completed negotiations 
with the Chinese Government in 1931 for the abrogation of 
British extra-territorial rights. 
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The negotiations were suspended by the Chinese Govern- 
ment in consequence of the disturbed conditions following the 
seizure of Manchuria by Japanese forces in that year, but His 
M^’esty’s Government have alwa}'s been ready to resume the 
negodadons at a suitable dme and are prepared to discuss this 
and other similar quesdons with a fully independent Chinese 
Government when peace has been restored. 

In conclusion, I am to state that if, as is possible. His Myesty’s 
Government have in any way misinterpreted the intendons of 
the Japanese Government, they feel that it is because of the 
ambiguity with which those intendons have so far been expressed 
and they would welcome a more precise and detailed exposidon 
of the Japanese condidons for terminating the hosdlides and of 
the Japanese policy towards China. 
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FULL TEXT OF THE UNITED STATES’ REBUTTAL 
TO JAPAN ON THE OPEN DOOR POLICY 

(December 31, 1938) 

The Government of the United States has received and has 
given full consideration to the reply of the Japanese Government 
of November 18 to this Government’s note of October 6 on 
the subject of American rights and interests in China. 

In the light of faas and experience the Government of the 
United States is impelled to reaffirm its previously expressed 
opinion that imposition of restrictions upon the movements 
and activities of American nationals who are engaged in phil- 
anthropic, educational and commercial endeavours in Cliina 
has placed and will, if continued, increasingly place Japanese 
interests in a preferred position and is, therefore, unquestion- 
ably discriminatory in its effect against legitimate American 
interests. 

Further, with reference to such matters as exchange control, 
compulsory currency circulation, tariff revision and monopolistic 
promotion in certain areas of China, the plans and practices of 
the Japanese authorities imply an assumption on the part of those 
authorities that the Japanese Govenunent or the regimes estab- 
lished and maintained in China by Japanese armed forces are 
entitled to act in China in a capacity such as flows from rights 
of sovereignty and, further, in so acting to disregard and even 
to declare non-existent or abrogated the established rights 
and interests of other countries, including the United States. 

The Government of the United States expresses its conviction 
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that the restrictions and measures under reference not only are 
imjust and unwarranted, but are counter to the provisions of 
several binding international agreements, voluntarily entered 
into, to which both Japan and the United States, and in some 
cases other countries, are parties. 

In the concluding portion of its note under reference, the 
Japanese Government states that it is firmly convinced that “ in 
the face of the new situation, fist developing in East Asia, any 
attempt to apply to the conditions of today and tomorrow 
inapplicable ideas and principles of the past neitlier would 
contribute toward the establishment of the real peace in East 
Asia nor solve the immediate issues ”, and that “ as long as these 
points are understood, Japan has not the shghtest inclination to 
oppose the participation of the United States and other Powers 
in the great work of reconstructing East Asia along all lines of 
industry and trade 

The Government of the United States in its note of October 
6 requested, in view of the oft-reiterated assurances proffered by 
the Government of Japan of its intention to observe the principle 
of equality of opportunity in its relations with China, and in 
view of Japan’s treaty obligations so to do, that the Government 
of Japan abide by these obhgations and carry out these assurances 
in practice. The Japanese Government in its reply appears to 
affir m that it is its intention to make its observance of that 
principle conditional upon an understanding by the American 
Government and by other Governments of a “ new situation ” 
and a “ new order ” in the Far East as is envisaged and fostered 
by Japanese authorities. 

Treaties which bear upon the situation in the Far East have 
within them provisions relating to a number of subjects. In 
the making of those treaties there was a process among the parties 
to them of give-and-take. Toward making possible and carrying 
out of some of their provisions, others among their provisions 
were formulated and agreed upon ; toward gaining for itself 
the advantage of security in regard to certain matters, each of 

169 



JAPAN’S ECONOMIC OFFENSIVE IN CHINA 

the parties committed itself to pledges of selfKlcnial in regard to 
certain other matters. 

The various provisions agreed upon may be said to have 
constituted collectively an arrangement for safeguarding, for the 
benefit of all, the correlated principles on the one hand of 
national integrity, and on the other hand of equaUty of economic 
opportunity. Experience has shown that impairment of the 
former of these principles is followed almost invariably by 
disregard of the latter. 

Whenever any Government begins to exercise political 
authority in areas beyond the limits of its lawful jurisdiction 
there develops inevitably a situation in which the nationals of 
that Government demand and are accorded, at the hands of 
their Government, preferred treatment, whereupon equality of 
opportunity ceases to exist and discriminatory practices, pro- 
ductive of friction, prevail. 

The admonition that enjoyment by the nationals of the 
United States of non-discriminatory treatment in China — a. 
general and well-established right — is henceforth to be contin- 
gent upon an admission by the Government of the United States 
of the validity of the conception of the Japanese authorities of a 
“ new situation ” and a “ new order ” in East Asia, is, in the 
opinion of this Government, highly paradoxical. 

This country’s adherence to and its advocacy of the principle 
of equality of opportunity do not flow solely from a desire to 
obtain the commercial benefits which naturally result from the 
carrying out of that principle. They flow from a firm conviction 
that observance of that principle leads to economic and political 
stability, which are conducive both to the internal well-being 
of nations and to mutually beneficial and peaceful relationships 
between and among nations ; from a firm conviction that failure 
to observe that principle breeds international friction and ill-will, 
with consequences ityurious to all countries, including in 
particular those countries which fail to observe it ; and from an 
equally firm conviction that observance of that principle 
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promotes the opening of trade channels thereby making availahle 
the markets, the raw materials and the manufactured products 
of the community of nations on a mutually and reciprocally 
beneficial basis. 

The principle of equality of economic opportunity is, 
moreover, one to which over a long period and on many occa- 
sions the Japanese Government has given definite approval. 
It is one to the observance of which the Japanese Government 
has committed itself in various international agreements and 
understandings. It is one upon observance of which by other 
nations the Japanese Government has ofits own accord and upon 
its own initiative frequently insisted. It is one to which the 
Japanese Government has repeatedly during recent months 
declared itself committed. 

The people and the Government of the United States could 
not assent to the establishment, at the instance of and for the 
special purpose of any third country, of a regime which would 
arbitrarily deprive them of the long-established rights of equal 
opportimity and fair treatment which are legally and justly theirs 
along with those of other nations. 

Fundamental principles, such as the principle of equality of 
opportunity, which have long been regarded as inherently wise 
and just, which have been widely adopted and adhered to, and 
which are general in their application, are not subject to nullifica- 
tion by a unilateral affirmation. 

With regard to the implication in the Japanese Government’s 
note that the “ conditions of today and tomorrow ” in the Far 
East call for a revision of the ideas and principles of the past, this 
Government desires to recall to the Japanese Government its 
position on the subject of revision of agreements. 

This Government had occasion in the course of a communica- 
tion delivered to the Japanese Government on April 29, 1934. to 
express its opinion that treaties can lawfully be modified or be 
terminated, but only by processes prescribed or recognized or 
agreed upon by the parties to them. 
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In the same communication this Government also said, “ In 
the opinion of the American people and the American Govern- 
ment no nation can, without the assent of the other nations 
concerned, rightfully endeavour to make conclusive its will in 
situations where there are involved the rights, the obUgations 
and the legitimate interests of other sovereign States 

In an official and public statement on July i6, 1937, the Secre- 
tary of State of the United States declared that this Government 
advocated “ adjustment of problems in international relations 
by processes of peaceful negotiations and agreement 

At various times during recent decades, various Powers, 
among which have been Japan and the United States, have had 
occasion to communicate and to confer with regard to situations 
and problems in the Far East. In the conducting of correspon- 
dence and of conferences relating to these matters the parties 
involved have invariably taken into consideration past and 
present facts, and they have not failed to perceive the possibility 
and the desirability of changes in the situation. 

In the making of treaties they have drawn up and have 
agreed on provisions intended to &cilitate advantageous develop- 
ments and at the same time to deviate and avert the arising of 
friction between and among the various Powers which, having 
interests in the region or regions under reference, were and would 
be concerned. 

In the light of these facts, and with reference especially to the 
purpose and the character of the treaty provisions from time 
to time solemnly agreed upon for the very definite purposes 
indicated, the Government of the United States deprecates the 
fact that one of the parties to these agreements has chosen to 
embark — as indicated both by action of its agents and by official 
statements of its authorities — ^upon a course directed toward the 
arbitrary creation by that Power by methods of its own selection, 
re-established rights of other Powers concerned, of a “new 
order ’’ in the Far East. 

Whatever may be the changes in the Far East, and whatever 
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may be the situadon now, these matters are of no less interest 
and concern to the American Government than have been the 
situadons which have prevailed there in the past, and such 
changes as may henceforth take place there, changes which may 
enter into the producing of a “ new situadon ” and a “ new 
order ”, are and will be of like concern to this Government. 

This Government is well aware that many of the changes 
have been brought about by acdon of Japan. This Government 
does not admit, however, that there is need or warrant for any 
one Power to take upon itself to prescribe what shall be the 
terms and condidons of a “ new order ” in areas not under its 
sovereignty and to consdtute itself the repository of authority 
and the agent of desdny in regard thereto. 

It is known to aU the world that various of the parries to 
treaties concluded for the purpose of regulating contacts in the 
Far East and avoiding friction therein and therefrom — which 
treaties contained, for those purposes, various restrictive provi- 
sions — ^have from time to time and by processes of negotiation 
and agreement contributed in the light of changed situations 
toward the removal of restrictions and toward the bringing 
about of further developments which would warrant, in the 
light of further changes in the situation, further removals of 
restrictions. 

By such methods and processes early restrictions upon the 
tariff autonomy of all countries in the Far East were removed. 
By such methods and processes the rights of extra-territorial 
jurisdiction once eiyoyed by Occidental countries in relations 
with countries in the Far East have been given up in relations 
with all of those countries except China, and in the years immedi- 
ately preceding and including the year 1931, countries which 
still possess those rights in China, including the United States, 
were actively engaged in negotiations — far advanced — toward 
surrender of those rights. 

All discerning and impartial observers have realized that the 
United States and others of the “ Treaty Powers ” have not 
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during recent decades clung tenaciously to their so-called 
“ special ” rights and privileges in countries of the Far East, but, 
on the contrary, have steadily encouraged the development in 
those countries of institutions and practices in the presence of 
■which such rights and privileges may safely and readily be 
given up ; and all observers have seen those rights and privileges 
gradually being surrendered voluntarily, through agreement, 
by the Powers which have possessed them. 

On one point only has the Government of the United States, 
along ■with several other Governments, insisted — ^namely, that 
new situations must have developed to a point warranting the 
removal of “ special ” safeguarding restrictions and that the 
removals be effected by orderly processes. 

The Government of the United States has at all times regarded 
agreements as susceptible of alteration, but it has always insisted 
that alterations can rightfully be made only by orderly processes 
of negotiation and agreement among the parties thereto. 

The Japanese Government has upon numerous occasions 
expressed itself as holding similar views. 

The United States has in its international relations rights and 
obligations which derive from international law and rights and 
obligations which rest upon treaty pro^visions. Of those which 
rest on treaty provisions, its rights and obligations in and with 
regard to China rest in part upon provisions in treaties between 
the United States and China, and in part on provisions in treaties 
between the United States and several other Powers, including 
both China and Japan. 

These treaties were concluded in good faith for the purpose of 
safeguarding and promoting the interests not of one only, but 
of all of their signatories. The people and the Government of 
the United States cannot assent to the abrogation of any of this 
country’s rights or obligations by the arbitrary action of agents 
or authorities of any other country. 

The Government of the United States has, however, always 
been prepared, and is now, to give due and ample consideration 

174 



APPENDICES 


to any proposals based on justice and reason which envisage 
the resolving of problems in a manner duly considerate of the 
rights and obligations of all parties directly concerned by pro- 
cesses of free negotiation and new commitment by and among all 
of the parties so concerned. There has been, and there continues 
to be, opportunity for the Japanese Government to put forward 
such prop&sals. 

This Government has been, and it continues to be, willing 
to discuss such proposals, if and when put forward, with repre- 
sentatives of the other Powers, including Japan and China, whose 
rights and interests are involved, at whatever time and whatever 
may be commonly agreed upon. 

Meanwhile, this Government reserves all rights of the United 
States as they exist and does not give assent to any impairment 
of any of those rights. 
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